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ABSTRACT
The Relationship between Performance, Environment, Control and 
Strategy in the Australian General Insurance Industry: A Multiple 
Case Study
Gregory Kenneth Laing
This study posits that in an organisational context, a contingent relationship exists 
between the variables of performance, environment, control and strategy. A 
random sample of general insurance companies was initially contacted by 
telephone. Utilising a contingency framework and the Miles & Snow (1978) 
strategic typology, three companies, identified as a "prospector", a "defender" 
and an "analyser", participated in this study. Data for the three case studies was 
collected from executive officers and other staff using an indepth survey, 
questionnaires and interviews.
Analysis disclosed that the firm representing the "prospector" type out-performed 
the other firms. This was surprising given the findings reported in the literature. 
Secondly, the strategic type influenced management perception. Thirdly, and 
perhaps most importantly, corporate culture was maintained in accordance with 
the adopted strategy and control system. Finally, cost analysis and control 
characteristics presented inconsistencies which warrant future research.
CERTIFICATE
I, Gregory K Laing, hereby certify that this work is my own and has not been 
submitted for a degree to any other university or institution.
ii
ACKNOWLEDGMENTS
I am very grateful to my supervisor Mary Day for her guidance, help and 
encouragement during the entire period of this research. She worked feverishly 
to invent a new language to critique my meagre linguistic efforts. I would 
especially like to thank Professor Michael Gaffikin for his encouragement. My 
thanks also go to the staff of the Department of Accountancy at Wollongong 
University for their support.
I am thankful to the firms and individuals who participated in the study. Without 
their co-operation this study would not have been possible.
I thank Barry Dunn, Stevan Milosavljevic, Colin O’Rourke and Ron Perrin for 
their constructive comments, support and suggestions. I am also thankful to 
Antonina Laing for preparing the database and checking the bibliography. I am 
most thankful for the continuous support provided by my parents, Kenneth and 
Margaret Laing, and my sister, Sharon who provided a fresh perspective and new 
insights into the manuscript. I am indebted to Catherine Vucetic and Emma 
Johnson for reminding me that children have the most wonderful sense of reality. 
Finally, my deepest appreciation goes to Susan Johnson for reviewing the 
findings: her enthusiasm and support motivated me to complete this task.
in
I N D E X
1. INTRODUCTION ................................  1
Background .............................. 1
Theoretical Development ................  2
Statement of the Problem ...............  7
Objective of the Study .................  9
Expected Contribution of the Study ....  10
Organisation of the Study .............. 11
2. LITERATURE REVIEW
Strategic Planning .......................  12
Strategic Planning ....................  13
Management Approaches to
Strategic Planning ............... 16
Organisational Strategy ............... 22
Strategy Types ........................  24
Summary ................................ 27
Conclusion ............................. 32
Control Systems .........................  34
Control ................................ 35
Formal Control ........................  41
Budgeting .............................. 42
Capital Budgeting .....................  43
Alternative Perspective ...............  45
Organisational Structure
and Control ......................  47
Responsibility Centres ................  48
Control Mechanism .....................  50
Conclusion ............................. 52
External Environment ...................  54
External Environment ..................  54
Organisational Structure .............. 57
Internal Environment ..................  58
External Environment ..................  60
Changes in the Environment ............ 67
World Market .....................  67
Office Automation ................  70
Factory Automation ............... 71
Conclusion ............................. 72
IV
Performance Measurement ..................  75
Performance ............................ 75
Measurement Process ...........   79
Performance Indicators ................  82
Insurance Industry
Specific Indicators ..............  85
Conclusion ............................. 87
3 . RESEARCH DESIGN
Introduction ........................... 89
Research Methods Employed ............. 90
Sample ............................ 90
Case Studies .....................  91
Case Study Design ................  93
Validity of Case Study Research .. 94
Case Study Research..............  98
Case Study Conclusion ..........  99
Interview Techniques .............. 100
Interview Structure ............... 103
Interview Conclusion .............. 105
Questionnaires ....................  107
Research Design ......................  108
Data Collection Methods .............. 112
Summary ................................. 116
4. CASE REPORTS
Insurance Industry Overview ...............  118
Introduction ............................ 118
History .................................  119
Market Structure .......................  123
Insurance Underwriting Cycles .......... 126
Market Strategies ......................  128
NSW Compulsory Third Party
(CTP) market .................  129
Performance ............................. 130
Cost Allocation ........................  136
Environmental Factors ..................  137
Summary .................................  138
v
Company "A" (Defender) ...................  140
Background ..............................  140
Strategy Type ........................... 142
Performance Measures ...................  145
Management Accounting
Controls ........................... 150
Environment ............................. 157
Summary .................................  164
Company "B" (Prospector) ..................  167
Background ..............................  167
Strategy Type ........................... 169
Performance Measures ...................  173
Management Accounting
Controls ........................... 181
Environment ............................. 188
Summary .................................  194
Company "C" (Analyser) ...................  198
Background .............................. 198
Strategy Type ........................... 200
Performance Measures ...................  203
Management Accounting
Controls ........................... 210
Environment ............................. 215
Summary .................................  220
5. SUMMARY
Findings ................................  224
Conclusion .............................. 235
BIBLIOGRAPHY .................................  241
APPENDIX .....................................  2 69
(A) Questionnaire #1 .......................  270
(B) Letter of remittal .....................  273
(C) Follow-up letter .......................  275
(D) Interview Questionnaire Schedule ......  277
(E) Questionnaire #2 .......................  280
(F) Letter of remittal .....................  298
(G) Questionnaire #3 .......................  300
(H) Letter of remittal .....................  306
vi
LIST OF TABLES :
2.1 APPROACHES TO STRATEGIC PLAN FORMATION ........ 18
2.2 LEVELS OF MANAGEMENT CONTROL ...............  22
2.3 STRATEGY & EXTERNAL ENVIRONMENT
RELATIONSHIP .............................  22
2.4 IDENTIFICATION OF EMPHASIS &
STRENGTHS OF STRATEGIES ...............  23
2.5 SUMMARY OF RESEARCH ON STRATEGIC
TYPOLOGIES ...............................  26
2.6 DEFENDER CHARACTERISATION ....................  29
2.7 ANALYSER CHARACTERISATION ....................  29
2.8 PROSPECTOR CHARACTERISATION ...............  30
2.9 REACTOR CHARACTERISATION .....................  30
2.10 COMPARISON OF THEORETICAL APPROACHES ......... 35
2.11 CONTRAST OF CONTROL TYPE & OBJECT ............ 37
2.12 INTERNAL & EXTERNAL ENVIRONMENTAL
CHARACTERISTICS .......................... 59
2.13 COMPATIBLE STRATEGY & ENVIRONMENT ............ 73
2.14 CHARACTERISTICS OF EXTERNAL ENVIRONMENTS ....  74
2.15 INSURANCE PERFORMANCE INDICATORS ............. 87
3.1 TACTICS FOR CASE STUDIES .....................  94
3.2 OVERVIEW OF APPROACHES TO INTERVIEW
QUESTION DESIGN .......................... 102
3.3 SUMMARY OF VARIABLES .......................... 110
4.1 INSURANCE REGULATION .......................... 119
4.2 LIST OF FAILED GENERAL INSURANCE COMPANIES ... 121
4.3 SUMMARY OF NSW CTP MARKET SHARE ..............  130
4.4 PERFORMANCE PRIORITIES .......................  147
4.5 PERFORMANCE INDICATORS .......................  149
4.6 PRIORITY OF CONTROL TECHNIQUES ...............  156
4.7 EXTERNAL INFLUENCES ........................... 159
4.8 MISSION STATEMENT ............................. 171
4.9 PERFORMANCE PRIORITIES .......................  175
4.10 CTP 'SWOT' EVALUATION ......................... 177
4.11 CTP MARKET SHARE ..............................  178
4.12 PERFORMANCE INDICATORS .......................  180
4.13 PRIORITY OF CONTROL TECHNIQUES ...............  184
4.14 EXTERNAL INFLUENCES ........................... 190
4.15 PERFORMANCE PRIORITIES .......................  204
4.16 CTP 'SWOT' EVALUATION ......................... 2 05
4.17 CTP MARKET SHARE ..............................  206
4.18 ANALYSIS OF ENVIRONMENTAL FACTORS ............ 206
4.19 PERFORMANCE INDICATORS .......................  209
4.20 PRIORITY OF CONTROL TECHNIQUES ...............  213
4.21 EXTERNAL INFLUENCES ........................... 216
5.1 COMPARISON OF MANAGEMENT CONTROL
CHARACTERISTICS .......................... 226
5.2 COMPARISON OF BUDGET USAGE ...................  228
5.3 NATURE OF COSTS IN THE GENERAL
INSURANCE INDUSTRY ......................  229
5.4 COMPARISON OF ENVIRONMENT CHARACTERISTICS .... 232
5.5 COMPARISON OF PERFORMANCE MEASUREMENT
CHARACTERISTICS .......................... 233
vii
LIST OF DIAGRAMS :
1.1 A MODEL OF ORGANISATIONAL FUNCTIONING .......  3
1.2 CONTINGENCY MODEL OF COMPETITION &
CONTROL SYSTEM INTERACTION .............. 4
1.3 CONTINGENCY RELATIONSHIP OF VARIABLES .......  6
2.1 LEVELS OF ORGANISATIONAL PLANNING ............ 20
2.2 STRATEGY TYPES ................................  24
2.3 'SPACE' CHART .................................  31
2.4 RELATIONSHIP OF ENVIRONMENTS & DECISION
MAKING ON THE DESIGN OF THE
ACCOUNTING INFORMATION SYSTEMS .......... 63
3.1 THE RESEARCH DESIGN ........................... Ill
4.1 STRATEGIC CONSIDERATIONS .....................  129
4.2 INSURANCE OPERATIONS .......................... 133
4.3 CASH FLOW REQUIREMENTS .......................  134
4.4 OVERVIEW OF ACCOUNTING SYSTEM ................  154
4.5 THE INSURANCE CLOCK ........................... 158
4.6 ORGANISATIONAL CHART #1 ......................  162
4.7 ORGANISATIONAL CHART #2 ......................  162
4.8 'SPACE' CHART FOR COMPANY "A" ................  165
4.9 OVERVIEW OF ACCOUNTING SYSTEM ................  187
4.10 ORGANISATIONAL CHART #1 ......................  192
4.11 ORGANISATIONAL CHART #2 ......................  194
4.12 'SPACE' CHART FOR COMPANY "B" ................  196
4.13 OVERVIEW OF ACCOUNTING SYSTEM ................  212
4.14 ORGANISATIONAL CHART #1 ......................  217
4.15 ORGANISATIONAL CHART #2 ......................  218
4.16 'SPACE' CHART FOR COMPANY "C" ................  221
5.1 PROPOSED FRAMEWORK FOR FUTURE RESEARCH ......  239
Vlll
Page 1
CHAPTER 1.
INTRODUCTION
Background :
Various studies, such as Cunningham (1992), Cool & Schendel (1987), Hrebiniak 
& Snow (1982), Meyer (1982), Bourgeois (1980), Khandwalla (1976, 1977) have 
provided empirical evidence that suggests the existence of a relationship between 
control systems, external environment, strategy type, and performance within an 
organisation.
The empirical evidence linking performance differences with strategic groups in 
a single industry has not been extensive and the findings have conflicted. Cool 
& Schendel (1987) examined the US pharmaceutical industry, and found 
performance differences due to market share but did not observe differences in 
profitability between groups. Johnson & Thomas (1988) examined the UK 
brewing industry and found variations in performance were greater within groups 
than between groups. Fiegenbaum & Thomas (1987) studied the US insurance 
industry and found differences between groups for economic performance
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measures and market share. Failure to establish a linkage in some studies may 
be due to the differences in strategy not adequately representing the groups 
examined. McGee & Thomas (1986) suggested that a wide range of approaches 
had been employed based on the works of Porter (1979) and Miles & Snow 
(1978). Further studies appear necessary to examine the relationship between 
strategy, performance and control within one industry.
The application of organisational and contingency theories to the design and 
operation of accounting information systems (AIS) has proven somewhat limited. 
Approaches to the design of an accounting information system may be improved 
with the identification and establishment of the relationship between the 
characteristics of the strategy, external environment and control system. Certain 
accounting techniques, reports and procedures may be more appropriate in a 
particular industry, environment and organisational strategy.
Theoretical Development :
Hunt (1972) first introduced the term "strategic groups" for analysis of 
management strategies adopted by firms. Miles & Snow (1978) suggested that 
strategic groups could be identified by examining three domains of an
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organisation which they referred to as entrepreneurial, administrative and 
technical and these domains were used to establish the strategic types of 
’prospector’, ’analyser’, and ’defender’. Porter (1980) defined a strategic group 
in terms of similarity in competitive behaviour:
A strategic group is the group of firms in an industry following the same
or a similar strategy along the strategic dimensions. (Porter 1980, p.129)
Khandwalla’s (1977) theoretical framework entitled "a model of organizational 
functioning" served as the basis for his study. As illustrated it provided a link 
between research into strategy, organisational environment, management control 
and organisational performance.
Diagram 1.1
A MODEL OF ORGANISATIONAL FUNCTIONING
Situational Var.
1
--- ► Strategic Var. --»
”---------------1
Performance Var. •«— Pattern Var.
External Envir. Goals & Strategy Growth Congruence or Harmony
Demographics Mgt. Style & Efficiency between Situational,
Philosophy Public Acceptance Strategic & Structural
-- A-------- A-------
Vari ables
-► Structural Var. 
Workflow 
Technology 
Organisational 
structure
I
>• Behavioural Var. 
Motivation
Conflict & Cooperation 
Innovati on
Source: Khandwalla (1977, p.271)
However, the variables specified in Khandwalla’s (1977) model and the 
relationship between each depends on other theoretical frameworks for support. 
Agency theory raises relevant managerial issues of control in various forms of
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contractual relationships between managers and shareholders. Contingency theory 
emphasises the different responses to diverse environments and adjustment of 
culture and structure of an organisation. Astley & Van de Ven (1983) suggested 
that organisations maintain a degree of cohesion and consistency with their 
environment through the regulation of internal agreement.
Cunningham (1992) proposed a contingency model of competition and control 
system interaction. The study by Cunningham (1992) suggested that the 
competitive environment and appropriate strategy would influence control systems 
and thereby result in different levels of performance. The framework is presented 
in Diagram 1.2
Diagram 1.2
CONTINGENCY MODEL OF COMPETITION & CONTROL SYSTEM INTERACTION
Source: Cunningham (1992, p.87)
Luckett & Eggleton (1991, p.374) provided a three dimensional diagram which
emphasised the relationship between variables in a contingency approach to the
design of a management accounting system. Though the study was concerned
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with reviewing literature on behavioural consequences of feedback and 
management accounting, it provided a source for identifying attributes within the 
contingency model. Further, the study established the effect on behaviour of 
accounting information.
Chew (1991) addressed the contingency theory concept of maintaining fit between 
organisational structure and external environment. That study provided evidence 
that strategic conduct influenced systems of control within an organisation 
resulting in changes to accounting practices.
Taking these additional approaches to contingency theory into account, it is 
proposed to refine the model proposed by Khandwalla (1977) for application in 
this study. The model, presented in Diagram 1.3, is a simplified view of the 
variables reported in this thesis.
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Diagram 1.3
CONTINGENCY RELATIONSHIP OF VARIABLES
Strategy
Goals & objectives 
Strategic plans 
Management
Envi ronment Performance
External situation — --------------* Growth
Industry Efficiency
Demography Survival
Control
Organisational structure 
Information systems 
Accounting
The relationship of the variables in Diagram 1.3 may be summarised as 
contingent upon the following linkages within an organisational setting. The 
external environment in which an organisation operates can be expected to exert 
some influence over the strategy that the organisation adopts. Having adopted a 
particular strategy, the organisation can be expected to design a control system 
that will allow the monitoring of the performance in accordance with the strategy 
that it has adopted. The management of the particular organisation may rely on 
the performance indicators when making decisions concerning future directions.
Thus, the external environment would probably affect the internal environment
of an organisation. This in turn affects the selection of the strategy type, the
design of the organisational structure and the direction or procedures for
management at all levels.
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This study is of a qualitative nature, in that it is concerned with identifying, 
interpreting and explaining the way in which organisations attempt to survive in 
the environment in which they exist and compete. The research, intended to 
identify and explain phenomena in the natural environment of the organisation, 
begins with specific observations and moves toward the development of emergent 
general patterns.
Statement of the Problem :
To overcome some of the problems associated with prior research, (Zahra & 
Pearce, 1990; and McGee & Thomas, 1986) this study utilises a theoretical 
model developed from a synthesis of prior research. The primary focus is on the 
relationships between performance, environment and controls with emphasis on 
the strategy and its part in providing a coherent link for each of these variables. 
Case study analysis is used to examine the existence of the relationships thereby 
answering some of the criticisms (Nayyar, 1989; and McGee & Thomas, 1986) 
levelled at research on strategic typologies and providing further support for the 
Miles & Snow (1978) model.
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The propositions of this study are expressed in the following terms:
(1) Companies will tend to demonstrate attributes that are consistent 
with the strategic type adopted.
(2) The attributes of the control system will tend to be designed to 
monitor and measure performance in terms of the strategic type.
(3) The design of the accounting information system will tend to vary 
in accordance with each strategic type.
(4) The attributes of the external environment will tend to be viewed 
by management in terms that are consistent with the specific 
strategic type adopted.
(5) The performance of companies will tend to differ due to the 
strategic type adopted.
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Objective of the Study:
The objective of this dissertation is to gather evidence of an empirical nature to 
examine the propositions expressed. The performance of firms in a specific 
industry are used to evaluate the success of different strategies within a 
comparable external environment.
Exploring the contingent relationship of strategy, environment and control will 
provide evidence as to the design of accounting information systems. The 
accounting information system is an integral part of the control required to 
monitor strategy application and environmental changes that impact on 
performance. This implies that the accounting information system (AIS) may be 
defined in terms of the reports prepared, and the procedures and techniques used. 
The cost accounting techniques in service industries and specifically in the 
general insurance industry, have to date received very little recognition.
Observation of multiple cases in a specific industry should provide a greater 
awareness of the factors that influence strategic decision making. This should 
provide a potential point of reference from which future studies could develop.
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Expected Contribution of the Study:
Studying more than one typology within an industry should give some point of 
reference for analysis of the interplay between the key variables of strategy type, 
external environment, control, and performance measurements. As organisations 
operating within a particular industry face the same external environment specific 
to that industry, the implication then follows, that there is some interplay of the 
exogenous variables peculiar to individual organisations.
Evaluation of organisational effectiveness in terms of performance is important 
to this study. The difficulty with this evaluation was addressed by Otley in the 
following terms:
Different organizations will be effective in different ways and also that 
effectiveness will be perceived differently by various interest groups 
connected with them. (Otley, 1980, p.424)
Effectiveness is somewhat subjective and organisational performance also depends 
upon the objectives of the organisation itself. This infers that the evaluation needs 
to be made in the context of the strategy which establishes the organisational 
goals and objectives.
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Organisation of the Study :
This dissertation is presented in five chapters. Chapter 2 develops the 
establishment of the underlying theories in strategy, environment, control and the 
approach to the case studies. Studies specifically relating to each variable are 
reviewed and characteristics are identified for use in the study.
Chapter 3 is a discussion of the research methods employed. The validity and 
applicability of the multiple case study approach including the interview and 
questionnaire design as well as the interpretation process are discussed. The 
analysis, interpretation and discussions of each individual case study together with 
an overview of the general insurance industry in Australia is presented in Chapter 
4. Chapter 5 is a summary of the findings and a discussion of recommendations 
and conclusions based upon the findings.
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CHAPTER 2.
LITERATURE REVIEW
Introduction ;
The review of the literature follows the development of research in the four areas 
identified in the propositions. The first section reviews the research relating to 
strategic planning. The second section reviews research relating to control 
systems. The third section summarises studies relating to the characteristics of the 
external environment. The fourth section establishes the issues relating to 
performance measurement.
Strategic Planning
A distinction exists between the strategic planning and the strategy of a firm. 
Strategic planning is a process which involves setting long-term objectives or 
goals for a firm. The objectives or goals are a selection of future areas of activity 
and future courses of action to attain a desired state or condition. A strategy, 
however, is the means by which the firm intends to achieve the set objectives or 
goals, while planning is the process of formalising objectives in conjunction with 
strategy. Planning is a significant activity of management. Three levels of
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management (Top, Middle, & Lower) are referred to in this dissertation along 
with three distinct planning activities (Strategic, Tactical, & Operational). This 
part of the literature review examines the issues of strategic planning and strategy 
that identify the existence of strategy types. The prior research provides evidence 
of the relationship between the variables discussed in this dissertation.
Strategic Planning :
Prior studies have identified strategic planning as a process of setting 
organisational goals and objectives (Rowe, Mason & Dickel, 1985, p.276). Daft 
& Macintosh (1984, p.52) identified strategic planning as the process of 
formulating the direction of the business by top management. Ansoff & 
McDonnell (1990, p.16) specified internal and external considerations. They 
suggested that strategic planning involves the evaluation of current business 
operations including the environment, external and internal, an analysis of 
possible future conditions and the most desirable action, for the organisation, 
based on the assumptions of an uncertain future. This links in with the variables 
discussed in this dissertation.
Fern & Tipgos (1988), described strategic planning as the process of setting out
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to provide a framework for future directions of the organisation, in particular the 
objectives and the strategies for achievement. They suggested that it gives 
direction not only for dealing with opportunities and problems but also for the 
most efficient use of available resources. Adam & Ebert (1989) defined strategic 
planning as:
The process of thinking through the current mission of the organisation 
and the current environmental conditions facing it,then setting forth a 
guide for tomorrow’s decisions and results. (Adam & Ebert, 1989, p.36)
The definitions suggest that a strategy is a deliberate plan created to enable the 
making of a specific future decision. A strategy therefore constitutes a framework 
for decision making to ensure that the activities of the firm are matched to the 
environment in which it operates. This infers that the strategic planning is 
proactive in nature by providing for future decisions. While there is some 
evidence to support this proposition the process may be a deliberate attempt to 
influence the direction of the operating environment. Alternatively, the strategic 
planning process may be viewed as reactive since the firm adapts to suit changes 
in the operating environment.
There is research to suggest that strategic plans may be formulated on an ad hoc 
basis. This alternative view hinges on the uncertainty of future events and the 
way management deal with uncertainty concerning the operating environment.
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Ansoff & McDonnell (1990, p.14) suggested that the future "is not necessarily 
expected to be an improvement over the past, nor is it assumed to be 
extrapolable." This reference indicates that extrapolation of historical growth can 
not be used to predict the future. Hence, uncertainty about future events suggests 
that top management will need to adopt a flexible approach to issues likely to 
affect strategic decisions. Issues concerning the use of historical information by 
top management in the strategic planning process may prove relevant in 
examining the case studies.
Mintzberg (1978) suggested that a strategy did not have to be a fixed plan and 
it could change on an irregular basis. He proposed that the need to formulate a 
strategy could be traced to:
The interplay between a dynamic environment and bureaucratic
momentum, with leadership mediating between the two forces.
(Mintzberg, 1978, p.934).
In the article Mintzberg (1978, p.911) described environmental influences as a 
motivating factor for the creation of a strategic plan as well as the cause of 
change in strategy. For the purposes of this study, the environment will be 
viewed as a potential major influence on the strategic plan which may contribute 
to the structure and characteristics adopted by an organisation. Mintzberg (1978) 
defined strategy as:
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A pattern in a stream of decisions. In other words, when a sequence of 
decisions in some area exhibits a consistency over time, a strategy will be 
considered to have formed. (Mintzberg, 1978, p.935)
Strategic planning may be the result of a conscious process or it may be 
unintentional. This alternative view may explain the lack of fit between the 
strategy proposed by top management and the strategy being implemented by a 
firm. It is an element to be considered in the evaluation of the case studies as it 
offers an alternative explanation for differences between the stated strategy and 
the strategy being applied.
Management Approaches to Strategic Planning :
There are various methods adopted by management in formulating the strategic 
plan. Jauch & Glueck (1988, p.12) suggested that strategic planning starts with 
the formation of a concept of how best to use the resources of a firm in a 
changing environment. Nutt (1987, p.l) and Glueck (1980) proposed that the 
process involves analysis and selection of the organisational intentions and the 
strategic options, management then determines the priorities for implementation 
and appropriate methods of evaluation.
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Schwenk & Cosier (1980) examined the approach taken by management during 
the strategic planning process. They (1980, p.410) identified the prominent 
approaches used in strategic planning as the Expert, Devil’s Advocate and 
Dialectical Inquiries. Schwenk & Cosier (1980, p.413) focused on the potential 
for each method to assist in the decision making process under conditions of 
uncertainty, specifically regarding the prediction of future performance. They 
found (p.409) that
1. "When the state of the world conforms to the assumptions underlying the 
plan. The Expert approach was superior."
2. "When the state of the world was opposite to the assumptions in the plan, 
the Devil’s Advocate, and Dialectical Inquiry were superior."
3. "When the state of the world was midway between the assumptions of the 
plan and the counterplan, the Devil’s Advocate was superior."
The methods adopted for formulating a strategic plan, suggested by Schwenk & 
Cosier (1980) are summarised in Table 2.1 :
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Table 2.1
APPROACHES TO STRATEGIC PLAN FORMULATION
Dialectical Inquiry (DI) Examine a situation from two different & opposing 
points of view:
1. Identify underlying assumptions of the 
recommended plan,
2. Establish a counter plan based on 
assumptions which are opposite to the 
fi rst,
3. Conduct a structured debate.
Expert Approach (E) Members of a planning committee or consultants 
provide expert advice:
1. A study is made of the organisational 
environment (opportunities & threats) its 
resources (strengths & weaknesses), 
personal values and its social 
responsibilities.
2. The results of the study are presented in 
the form of recommendations for planning.
Devil's Advocate (DA) A plan is proposed in a similar form to (E):
A member of the team then points out the 
weaknesses and shortcomings of the 
plan and its underlying assumptions.
In summary Schwenk & Cosier (1980, p.422) concluded "that due to the 
uncertainty generally associated with organisational decision making, it is 
reasonable to suspect that the assumptions underlying the plan will not all be 
correct... in a situation where the state of the world conforms to neither the plan 
nor the counterplan, the Devil’s Advocate technique was found to be superior." 
It appears that the use of the Devil’s Advocate approach was satisfactory for 
application in most cases, as it did not rely on underlying assumptions for 
support. Schwenk & Cosier (1980) inferred that the most suitable information 
system and organisational structure will depend on the varying environmental 
conditions. This is consistent with contingency theory adherents which infer that 
no one approach is best in all situations.
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Mason (1969, p.403) suggested that the process "requires deliberation and a 
particular style of managerial thinking." To further understand the importance of 
the type of managerial thinking that is required, it is necessary to have an 
understanding of the role that the strategic planners are to play, and, the result 
that their decisions will have upon the future flow of information in the 
organisation.
Boulton, Lindsay, Franklin & Rue (1982) inferred that the strategic planners can 
be viewed as performing the functions of gatekeepers, who, under the 
circumstances, exert control by filtering or selecting the information that is to be 
used by the organisation and in so doing they reduce the possibility of 
information overload on the members of the organisation. Their approach to the 
requirements of decision making is suggestive of the need to consider the 
processes of cognition and behaviour. The control exerted through the use of the 
strategic plan can be viewed as contributing to the control processes of top 
management. As Boulton, Lindsay, Franklin & Rue (1982, p.501) pointed out 
"Strategic planners often ... exercise discretion and develop expertise for 
interpreting external events to members." This influences the information needs 
of lower management. The attention of lower management is directed toward 
activities that most closely match the context of the strategy. As a result the 
direction of an organisation’s future may be modified.
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Although, as Gorry & Morton (1971) noted, the information required for the 
strategic plan will not always be the same as that which is required for daily/ 
short-term operational control. This requires an explanation of the demarcation 
between the different types of planning. The three commonly identified types of 
planning are strategic planning, tactical planning and operational planning 
(Gelinas, Oram & Wiggins, 1990; Davis & Olson, 1985; Anthony, 1965). This 
hierarchy of planning is depicted in Diagram 2.1 which contrasts the difference 
in information required for each planning process. The level of the decision 
maker and the type of decision to be made is a factor in determining the 
information required for the planning process. Understanding the differences is 
an important step toward recognising the distinctions between the three types of 
planning that take place in the context of an organisation.
Diagram 2.1
LEVELS OF ORGANISATIONAL PLANNING
Strategic
Planning
Tactical
Planning
Operational
Planning
Less
Undefined External Summarised Future Infrequent Accuracy
A A A A A A
I I I I I
I N F O R M A T I O N  R E Q U I R E M E N T S
Well t r ▼ ▼ More
Defined Internal Detailed Historical Frequent Accuracy
Source: Adapted from Gelinas, Oram & Wiggins (1990)
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The focus of these three types of planning may be summarised in terms of the 
level of management, type of control, time frame, and function. Diagram 2.1 is 
drawn from the works of Gelinas, Oram & Wiggins (1990), Davis & Olson 
(1985) and Anthony (1965) in order to present a broad view of the issues 
underlying the three types of planning.
There are possible alternative approaches to strategic planning that should be 
considered. Limiting consideration to the three approaches identified in Table 2.1 
(on page 18), ignores the effect that an uncertain environment can have on the 
decision making process of individuals. It also overlooks the decision making 
processes of a group. The internal decision making process of a group is 
influenced by the organisational environment or culture that has evolved.
An organisational strategy may exert influence over individuals to conform to a 
predetermined framework for decision making within that culture. Table 2.2 
presents the possible structures of management levels and the control functions 
most likely to be associated with each level. To provide further understanding of 
this issue the next stage examines the development of strategy within the 
organisation.
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Table 2.2
LEVELS OF MANAGEMENT CONTROL
Level of 
Management
Control Time frame Function
Top management; 
Senior staff
Organisational
control;
Considered to be 
5 years and 
beyond.
Select long-term objectives; 
Allocation of resources; 
Develop policies to achieve 
objectives.
Middle management Management
control;
Considered to be 
1 to 5 years.
Translate long-term objectives 
into specific plans and goals for 
operations;
e.g. greater detail and more 
quantitative.
First-line 
supervisors; Lower 
level management
Operational
control;
Considered to be 
1 to 12 months.
Meeting goals and following plans 
on a daily basis.
Organisational Strategy :
The strategy that an organisation adopts can be related to the influence of the 
internal environment but more specifically to the external environment. It is on 
this premise that Miles & Snow (1978), Snow & Hrebiniak (1980) and Simons 
(1987) have classified the main generic strategies of organisations as Prospector, 
Defender and Analyser. Table 2.3 represents the strategy type most likely to be 
adopted according to the external environment, as classified by Gordon & 
Narayanan (1984):
Table 2.3
STRATEGY & EXTERNAL ENVIRONMENT RELATIONSHIP
Classification External Environment
Defender Mechanistic - Stable
Prospector Dynamic - Unstable
Analyser Neither stable nor totally unstable
Reactor Any environment
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Snow & Hrebiniak (1980) in their study of four areas of manufacturing, identified 
different levels of competence in specific activities in which an organisation’s 
capabilities were distinctively stronger than the competitors, within the same 
classification. The details of the study are concerned with production and 
engineering though this does not detract from the relevance of the subject matter 
for contrasting the typologies of classification. They identified a fourth 
classification as a "Reactor". However, this strategy was shown not to be viable 
in the long-run (p.319) as it represents an interim stage prior to adopting a 
defender, prospector or analyser strategy. Subsequently, ’reactors’ have been 
disregarded from this dissertation as it appears that the firm should eventually 
select one strategy. To analyse the Snow & Hrebiniak (1980, p.319) assessment 
Table 2.4 provides details of the contrasts between the classifications
Table 2.4
IDENTIFICATION OF EMPHASIS & STRENGTHS OF STRATEGIES
Classification Emphasis Strengths
Defender Manufacturing
efficiency.
General management, 
production, applied 
engineering, and financial 
management.
Prospector Product and market 
efficiency.
General management, product 
research and development, 
market research, and basic 
research.
Analyser Relied on 
innovations of 
others for product 
and market 
efficiency.
General management, 
production, applied 
engineering, and 
marketing/selling.
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Further comparison is presented on a line graph with an emphasis on markets. 
Two extremes, are represented by the Defender and the Prospector, with the 
Analyser and Reactor located approximately between the two.
Diagram 2.2 
STRATEGY TYPES
Analyser
Defender
1
Strategic
Planning
Process
Prospector
I--------------------------
Stable Products <*----
1
----► New Products
Maintain market share New markets
Reactor
This suggests that it may be possible to evaluate the characteristics of a firm’s 
strategy given the type of external environment in which it operates. The 
approach to the market and the perceived level of competition existing in that 
market may be reflected in the strategy adopted.
Strategy Types :
Previous research has established that the strategy an organisation adopts can be 
related to the influence of the internal controls and external environment. Miles 
& Snow (1978), Snow & Hrebiniak (1980) and Simons (1987) have classified the
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main generic strategies of organisations as Prospector, Defender, and Analyser.
Various studies have been made using the Miles & Snow Typology to 
operationalise the strategy type variables. The typologies offer a clearly identified 
set of measures by which to examine and categorise organisational strategies. The 
variables have been used in a number of studies over the last ten years.
The literature dealing with the wide adoption of this typology is summarised in 
Table 2.5. The table combines a number of elements from tables presented by 
Zahra & Pearce (1990). The strategic typologies are used in this thesis to 
operationalise the organisational strategy.
The various studies of strategic typology lend credence to the assumption, that 
the characteristics of the external environment which a particular organisation 
expects to face, will have an impact on the strategy adopted. Yet the studies also 
show that within one industry it is possible to find organisations which fit into 
either of the categories of strategic typology. This infers that while the external 
environment may appear to be identical for all organisations in a particular 
industry, the management of each organisation may well have a different 
perception of the environment and their organisation’s role in the industry.
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Table 2.5
SUMMARY OF RESEARCH ON STRATEGIC TYPOLOGIES
Study Sample Data
Collection
Method
Strategic
Typology
Examined
Snow & Hrebiniak (1980) 247 managers in 4 industries M,S D.A.P.R
Hambrick (1981 a,b) 20 organisations from 3 
industries
i,s D»P
Meyer (1982) 3 hospitals I,S D,A,P
Hambrick (1983) 850 PIMS firms in growth and 
maturity
S D,P
Hawes & Crittenden (1984) 181 retail firms M D,P,R
Barrett & Windham (1984) 16 hospitals I D,P
Slocum et a l . (1985) 499 sales persons in 2 
companies
I D,A
Zahra (1987) 66 hospitals M D,A,P,R
Chaganti & Sambharya (1987) 79 executives in 3 tobacco 
f i rms
S D,A,P
Segev (1987a) 85 Israeli industrial 
enterprises
M D,AfP,R
McDaniel & Kolari (1987) 310 banks M O» A,P
Simons (1987) 76 Canadian firms I,M D,P
Conant et al. (1987) 150 HMOs M D,A,P,R
Odom & Boxx (1988) 188 Southern Baptist Churches M D/A,P,R
Smith et al. (1989) 97 electronic firms I D,A,P,R
Usidken et al. (1989) 24 construction firms I D,A,P,R
Zajac & Shortell (1989) 510 hospitals M,S D,A,P,R
Shortell & Zajac (1990) 574 hospitals and 140 
executives
M,S, I D,A,P,R
Conant et al. (1990) 406 American Health 
Organisations (informants were 
marketing directors not CEO's)
M D,A,P,R
Thomas et al. (1991) CEO's of 224 firms in the 
electronic computing equipment 
industry
M D.P
M = Mail Questionnaire; S = Secondary Data; I = Interviews 
D = Defenders; A = Analysers; P = Prospectors; R = Reactors
Source: Adapted from Zahra & Pearce (1990)
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Summary :
The studies identified in Table 2.5 support the thesis that strategy type, external 
environment, management controls and performance can be used to examine 
whether an appropriate relationship exists between each variable. For a firm to 
be successful in applying a particular strategy it should have an identifiable 
relationship between the variables. For example, management controls responsive 
to the need of management to monitor and direct the strategy; performance 
measurements that reflect the strategy; an external environment that is conducive 
to the strategy adopted.
Meyer (1982), Javidan (1984), Miller (1987) and Boyd (1990) focused on the 
relationship between the external environment and the strategy adopted by firms. 
Hambrick (1981), Zahra (1987) and Chaganti & Sambharya (1987) examined the 
influence of management in the process of adopting a strategy under various 
external environmental conditions. These studies establish the validity for 
inclusion of external environment variables in this thesis.
Odom & Boxx (1988) combined the concepts of environment and the planning 
process of management with the relationship to organisational performance. 
Smith, Guthrie & Chen (1986), Segev (1987a), Zajac & Shortell (1989),
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Fiegenbaum & Thomas (1990), and Feeser & Willard (1990) examined the 
relationship between strategy types and organisational performance. Snow & 
Hrebiniak (1980) and Conant, Mokwa & Varadarajan (1990) studied the strategy 
type, performance and the distinctive competence of organisations. These studies 
establish the relationship and validity for examining performance as a variable in 
this thesis.
Gordon, Larcker & Tuggle (1978) and Simons (1987) focused on the relationship 
between the business strategy and the accounting system required to provide an 
appropriate system for monitoring and control within organisations. The 
relationship between control and the accounting information system was 
established by Gordon, Larcker & Tuggle (1978) and Simons (1987). They 
provided substantiation for the inclusion of control in the examination of the 
relationship between variables identified in this thesis.
There is reason to believe that the information system that strategic planning 
requires goes beyond the narrow view of financial data. Bhimani & Bromwich 
(1989) and Allen (1985) have identified the need for information about 
competitors and the life cycle of products and resources. This concept they 
referred to as being Strategic Management Accounting (SMA) and Bihmani & 
Bromwich (1989, p.27) defined SMA as "an interface between strategic planning
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and operational activities." The management accounting system assists 
management in the tasks of planning the strategy, monitoring and controlling 
activities and measuring performance.
From the studies of Snow & Hrebiniak (1980), Zahra (1987), Segev (1987a) the 
Strategic typologies may be explained in terms of organisational descriptions 
summarised in the Tables 2.6, 2.7, 2.8 and 2.9
Table 2.6
DEFENDER CHARACTERISATION
Strategic
Typology
Description
Defender 1. Attempts to locate and maintain a secure niche in 
a relatively stable product/service area.
2. Tends to offer a limited range of 
products/services in comparison with competitors.
3. Tries to protect its market by offering higher 
quality, lower prices, superior service and the 
like.
4. Is not at the forefront of developments in the 
industry.
5. Tends to ignore industry changes that are not 
related to its current area of operation choosing 
to concentrate on doing the best job possible in 
its area of speciality.
Table 2.7
ANALYSER CHARACTERISATION
Strategic
Typology
Description
Analyser 1. Attempts to maintain a stable, limited line of 
products/services, while maintaining flexibility 
to move out quickly to follow a carefully 
selected set of promising new developments in the 
industry.
2. Seldom "first in" with new products or services.
3. Carefully monitors the actions of major 
competitors in areas compatible with its stable 
product/service market.
4. Frequently "second in" with a more cost-efficient 
product or service.
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Table 2.8
PROSPECTOR CHARACTERISATION
Strategic
Typology
Description
Prospector
1. Operates within a broad product/service market 
domain that undergoes periodic redefinition.
2. Values being "first in" in new product or 
service and markets even if this is not always 
highly profitable.
3. Responds rapidly to early signals concerning 
areas of opportunity and these often lead to new 
competitive actions.
4. Does not necessarily maintain market strength in 
all areas of operation.
Table 2.9
REACTOR CHARACTERISATION
Strategic
Typology
Description
Reactor 1. Does not appear to have a consistent 
product/service market orientation.
2. Is usually not as aggressive in maintaining 
established products/services and markets as some 
of its competitors.
3. Is not willing to take as many risks as other 
competi tors.
4. Responds in those areas where it is forced to by 
environmental pressures.
The strategy adopted by a firm may be examined using alternative instruments. 
Three alternative models identified by Rowe, Mason & Dickel (1985) are the 
Boston Consulting Group (BCG), Profit Impact on Market Strategy (PIMS) and 
the Strategic Position and Action Evaluation (SPACE) models. The SPACE 
model evaluates the firm’s financial strength, competitive advantage and the 
strength of the industry as well as the stability of the environment to determine 
an appropriate strategic posture for a firm. The SPACE approach attempts to 
overcome limitations inherent in the other models by adding two additional key
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dimensions and drawing them together. The financial strength and competitive 
advantage are the two major determinants of a firm’s strategic position, while 
environmental stability and industry strength characterise the strategic position of 
the industry.
From the set of questions provided by Rowe, Mason & Dickel (1985, p.200) the 
strategic posture can be established by creating a chart. The average values are 
plotted on each axis to obtain a four sided polygon which produces a directional 
vector that indicates the strategic posture. This is an additional instrument to 
assist in the data analysis of the case studies.
Diagram 2.3 
’SPACE’ CHART
Company's 6 
F i nane i al 
Strength 5 
CFS)
4
Conservative
3
2
1
Aggressive
-6 -5 -4 -3 -2 -1 1 2 3 4 5
Company's Industry
Competitive -1 Strength
Advantage (IS)
(CA) -2
Defensive Competitive
-3
-4
-5
Envi ronmental
Stability -6
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Conclusion :
Strategic planning focuses on future economic consequences of environmental 
change by use of the Dialectical, Devil’s Advocate or Expert Approach applied 
to various scenarios. This results in the formulation of contingency plans in the 
form of long-term policy and goals for the organisation. The processes involved 
require information about the internal environment but more importantly are 
concerned with the uncertainty of the external environment.
The effect of the external environment will vary according to the degree of its 
influence in combination with the strategic topology by which an organisation is 
classified, that is, Defender, Prospector or Analyser.
In the case of a Prospector the environmental uncertainty is a major concern since 
this type of organisation is involved in continual change, seeking new markets 
and new product opportunities. Alternatively, the Defender is content to maintain 
the status quo seeking to maintain the market share and profitability which it 
currently has. The Analyser being somewhere between these two will be 
concerned with environmental uncertainty but appears able to overcome any 
deficiencies in their own information gathering and evaluation by following the 
example of Prospector organisations.
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The decision making process of lower levels of management is based on 
information filtered to suit the strategic plan. The information system of an 
organisation will focus on the control and monitoring of issues that either effect 
or are in themselves of a strategic nature. Top management exercise control by 
setting the strategic plan and interpreting events that influence strategic decisions. 
The body of research presented in this review establishes the theoretical 
framework for this thesis. The relationship between performance, environment, 
control and strategy has been established as relevant under the Miles & Snow 
typology. Bourgeois (1980), established the existence of a link between consensus 
of a firm’s strategy with organisational performance. Snow & Hrebiniak (1980) 
established the relationship between organisational performance and consensus on 
the strengths and weaknesses of an organisation. Khandwalla (1976) found that 
managers who perceive their environment as dynamic and uncertain were more 
likely to have strategies that were comprehensive and multifaceted thereby 
establishing the existence of a relationship between strategy and environment. 
Snow & Hrebiniak (1980) found patterns of organisational response to uncertainty 
in various industries suggesting a positive relationship between performance 
strategy and competition.
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Control Systems
Control systems in organisations tend to be designed to support planning 
activities. Conversely, if the control system is already established the planning 
activities may adapt to match the existing system. The planning activities have 
been identified in the previous section together with evidence of links to the 
control system design. To understand the relationship between the variables the 
research on control systems and design of management accounting systems is 
presented in this section. Merchant & Simons (1986) identified various theoretical 
basis for research into organisational control. They examined the issues relevant 
to management control in complex organisations. The alternative approaches to 
researching control systems is the first step in this literature review. The focus 
on various variables in this discussion are drawn from research from the different 
theoretical backgrounds. The findings of Merchant & Simons (1986) are 
presented in summary form in Table 2.10 which compares the different 
theoretical approaches.
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Table 2.10
COMPARISON OF THEORETICAL APPROACHES
Theory Researchers Research methods Assumptions
Principles of 
management
Peters & Waterman, 
1982
Personal 
experiences of 
author/researcher
Good management techniques 
are generic across 
organisations
Cybernetic control 
theory
Ansari, 1979 Mathematical
modelling
Feedback induces self- 
correcting behaviour
Agency theory Baiman, 1982 Mathematical 
modelling
Individual behaviour is 
self-interested
Psychological 
research in 
control
Driver & Mock, 1975 Laboratory
experiments
Emotions and cognitive 
limitations are a key input 
to behavioural outcomes
Contingency theory Bruns & Waterhouse, 
1975
Questionnaire data 
analysis
Organisations can be custom 
designed to facilitate 
performance in a variety of 
settings
Case sociological 
studies
Eccles, 1985 Participant 
observation and 
interviews
Processes can be best 
understood with a detailed 
knowledge of an 
organisation's unique 
ci rcumstances
Source: Adapted from Merchant & Simmons (1986).
Control :
Jaeger & Baliga (1985, p. 116) and Tannenbaum (1968) defined control in terms 
of any process in which a person or organisation determines or intentionally 
affects the actions of another person, group or organisation. Olsen (1978) 
suggested that organisations required control to ensure that the individuals within 
an organisation direct their efforts toward the attainment of organisational goals. 
As organisational goals are related to the strategic plan of the organisation, the 
link between strategic processes and actual strategy may be derived from the 
control system employed. Thus, management control is used to direct activities
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to fit the strategies adopted under the organisation’s formal plan. Subsequently, 
the match between strategy and control is particularly relevant to the overall 
structure or operations of an organisation.
Ouchi (1977, 1979) observed three forms of control which could be monitored 
and evaluated within an organisational context. They are described as: behaviour 
controls that monitor what a manager is doing; output controls that monitor what 
is achieved or produced; and input controls that monitor what resources are used. 
Jaeger & Baliga (1985) found that the adoption of either the behaviour or output 
approach employed different mechanisms depending upon the structure of the 
organisation. This structure according to Jaeger & Baliga (1985) was either a 
bureaucratic or organisational control system. A bureaucratic control system was 
based on rules and regulations with formal performance reviews. An 
organisational control system was based on a shared set of values and beliefs 
about how the organisation operates. The organisational control system was also 
referred to by Ouchi (1981) as a cultural control system. The contrast between 
the mechanisms used to monitor behaviour and output in bureaucratic and 
cultural control systems is summarised in Table 2.11.
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Table 2.11
CONTRAST OF CONTROL TYPE & OBJECT
T y p e  of Control
Pure Bureaucratic/ Formalised 
Control
Pure Cultural Control
Object of Output Formal performance reports Shared norms of performance
Control
Behaviour Company manuals Shared philosophy of management
Source: Adapted from Jaeger & Baliga (1985, p.118)
Table 2.11 is an indicator of the type of controls that will be examined in the 
case studies. It presents the aspects that will assist in identifying and analysing 
the control system.
Bureaucratic control systems require information on which objective standards 
can be set for control purposes. This gives rise to structural forms such as profit 
centres which demand specific accountability. Managers in these situations tend 
to maximise performance at the expense of organisational goal congruency. This 
contrasts with managers in cultural systems who spend less time dealing with 
routine problems and concentrate on implementing and adapting strategic plans 
to suit the external environmental conditions as they arise.
Berry, Loughton & Otley (1991, pp. 109-110) suggested four theoretical 
perspectives for identifying and evaluating the design of control systems within 
organisations. The first is the "management control perspective" which 
concentrates on the activities of management designed to meet the organisation’s
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overall strategic purposes. The second is the "cybernetic perspective" which 
relies on the belief that all controlled systems must contain a predictive model in 
order to evaluate the effect of control actions. In the absence of predictive ability 
control is lost. The third is the "organisational behaviour perspective" which 
focuses on the specific human traits of control activities. The experience and 
beliefs of individual managers is considered to be important factors in the control 
processes. The fourth is the "contingency theory perspective" which suggests that 
a control system needs to be matched to the circumstances in which it is required 
to function.
Ansari (1977) suggested that management control could be viewed as comprising: 
(1) an information network; and (2) a set of social relationships. Daft & 
Macintosh (1984) examined the matching of strategic planning with management 
control and the methods of monitoring implementation of strategic goals. They 
concluded that "Upper level managers develop a strategic plan, providing 
information for control subsystems, which act as short-term planning and 
monitoring devices." The accounting information system is designed to provide 
data for monitoring and control requirements. This suggests that the accounting 
information system and the strategic plan are linked through the monitoring and 
control requirements.
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Other factors also contribute to the design of an accounting information system. 
Gordon & Miller (1976) and Ewusi-Mensah (1981), identified both the internal 
and external environments as contributing factors. They defined internal 
environment in terms of the organisational structure and the external environment 
as factors outside the organisational boundaries.
Chandler (1962) and Dermer (1977) identified a link between control systems and 
strategic planning. Khandwalla (1972, 1973) and Simons (1987, 1990) provided 
further evidence that the strategic typology and the choice of a control system are 
linked. Khandwalla (1972) examined the effect of the external environment on 
control systems and found that the intensity of competition influenced the level 
of sophistication of accounting control system design. Simons (1987) examined 
the relationship between the accounting control systems of firms with different 
business strategies and found a causal link between the choice of control system 
and strategy type.
The information system required for strategic planning is not limited to financial 
data. Bhimani & Bromwich (1989) and Allen (1985) identified the need for 
information about competitors and the life cycle of products and resources which, 
they referred to as Strategic Management Accounting. Bihmani & Bromwich 
(1989, p.27) suggested that the management accounting system should assist
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management in performing the tasks of planning and control. Therefore, an 
important role of management accounting should be to provide information to 
facilitate the development and implementation of strategies in firms. Sizer (1989, 
p.280) explained control in terms of planning providing the basis, information the 
guide, and action the result directed toward achieving the organisation’s strategic 
objectives.
Luckett & Eggleton (1991, p.374) emphasised the relationship between variables 
in a contingency approach to the design of a management accounting system. In 
their study they provided a review of the literature dealing with behavioural 
consequences of feedback and management accounting within a contingency 
model. While the study identified the potential effect on behaviour of accounting 
information the authors revealed the complexity of such relationships. A number 
of recommendations were made for the direction of future research. The issues 
of goal-setting, goal related performance and developing appropriate strategies 
were identified as important activities related to the exercise of control within the 
organisational context.
Chew (1991) provided evidence that strategic conduct influenced systems of 
control within an organisation resulting in changes to accounting practices. His 
study addressed the contingency theory concept of maintaining fit between
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organisational structure and external environment. As the basis for explaining 
the relationship between accounting practices and the exercise of control Chew 
employed Giddens (1979) theory of structuration. While it is not the intention of 
this study to use structuration theory, the issues raised by Chew (1991) are valid 
in the context of understanding the control system of an organisation. Chew 
(1991, p.24) summarised Giddens in the following terms " structuration theory 
essentially accepts the system of domination as a way of life." This leads to the 
conclusion that control within an organisational context may be described as a 
form of domination. Macintosh & Scapens (1990, p.457) argued that the 
management accounting process was a resource "used in the exercise of power 
in organizations." The significance of the accounting practices was found to be 
the legitimacy that the accounting system gave to actions and events.
Formal Control ;
Formal control infers the existence of a structured set of rules that govern the 
activities within the organisation. An example would be a set of criteria for the 
evaluation of products or services. By establishing the levels of authority and the 
access to resources through defining positions and procedures within the 
organisation formal control focuses attention on the strategic plan.
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Davis (1974, p.357) explained the organisational control process in terms of 
"activities that cause events and activities to conform to plans." To achieve this 
aim Davis (1974) suggested that control is exerted through the various functions 
of an organisation, for example, financial, production, materials, distribution, and 
personnel functions.
Budgeting :
Budgets are a form of control that provide a standard against which managerial 
performance can be measured. Otley (1978) suggested that they are used as 
indicators of effectiveness and efficiency. Budgets provide an indication of 
managerial performance relevant to the activity being measured. This does not 
mean that budgets are successful nor are they necessarily the best indicators of 
managerial performance. Various problems have been found (Otley, 1978; 
Brownell, 1982a; Collins, Munter & Finn, 1987) to be associated with the 
formulation of the budget forecast and the behavioural implications associated 
with the budget process. However, Czarniawska-joerges & Jacobsson (1989, 
p.29) and Covaleski & Dirsmith (1986, p. 193) suggested that the budgeting 
process was considered, by managers and workers alike, to be an integral part 
of achieving organisational outcomes.
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Capital Budgeting :
The process by which a capital budget is established has been identified by 
Gaffikin (1993), Rayburn (1989) and Bierman, Dyckman & Hilton (1990) as 
important to the operations of an organisation. The capital budget exerts an 
influence over an organisation due to the long-term nature of capital investment 
decisions.
A decision to invest in new equipment or to build new premises will have some 
bearing upon the future profitability of an organisation. Gaffikin (1993, p.886) 
suggested that long-term profitability will depend on two main issues, future cash 
flows and the amount of investment required. Capital budgets focus on future 
investments and the financing required over the long-term. The financial 
constraint may cause management to neglect the productivity and efficiency goals 
of the organisation.
The formal control that the capital budget exerts comes from the strategic nature 
of the investment decision. The future operations and profitability are key 
determinants of the organisation’s ability to cope with the external environment. 
The internal environment may also be affected since changes to operational
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processes will require changes to the control system and organisational structure. 
The investment strategy may well be a reflection of the management’s ability to 
direct and control the organisation through unchartered waters of the business 
world.
An investment strategy is a formal statement of the method for identifying and 
analysing investment projects. As opportunities arise, management will turn to 
the strategic plan for guidance. The result of such decisions will provide feedback 
on the accuracy of the strategic plan since the success or failure of the project 
will be based upon the expectations found in the original planning process. The 
methods of evaluating capital budget projects are not of importance to this paper 
and while they may have some bearing on the management decision it is the 
effect of the business strategy on the decision, not the technique, that is under 
consideration.
The capital budget implies a need to ensure that material acquisition and 
production capacity are compatible with each other and the levels used to 
determine the strategic plan. An additional concern involves control and 
monitoring to ensure that the actual expenditure and cash flows are consistent 
with the plan.
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Under these conditions it is necessary to have an information system that provides 
adequate detail for the monitoring of each project. A management accounting 
system should identify the areas of concern established by the strategic plan and 
provide the information directly related these needs. In cases of an unstable or 
uncertain environment this information system will act as a filter for information 
relevant to the decision making process. Hence it will exert control over 
management through manipulation of information input into the decision making 
process.
Alternative Perspective :
Dermer (1988) offers an alternative to the conventional thinking that management 
are solely responsible for control. Dermer (1988) suggested that autonomous 
activity is an important consideration as it can cause an organisation to divert 
from the chosen strategic plan and thus impose constraints on the control system. 
Therefore, the existing control system may be capable of resolving the issues as 
they arise or alternatively they may cause the existing framework to be modified.
Sayles (1972) and Pettigrew (1973) suggested that control was related to the 
ability, of management, to gain compliance through the allocation of resources.
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Their work suggests that management exert control over the distribution of 
resources, thereby influencing the decision making. It was also suggested, by 
these works, that management may modify their actions or decisions to assure 
their security of tenure. In such cases, the motivating factor, behind top 
management decision making, is likely to be the placating of interested parties 
such as shareholders.
On the issue of management control systems Daft & Macintosh (1984) examined 
the link between management control systems and business level strategy 
implementation. They identified the use of strategic planning by top management 
as a control for long-range strategy formulation, whereas middle management 
were found to use budgets, performance reports, policies and procedures as 
means of control and implementation of strategy. Thus, the long-range plan of 
top management was broken down into components that could be dealt with on 
a short-term basis. This allowed for a more manageable control system as it 
identified the areas of specific information required.
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Organisational Structure & Control ;
Implications of matching control systems with organisational characteristics was 
addressed by Williams & Hinings (1988). However, their examination was 
directed towards compatibility between Zero Based Budgeting (ZBB) and a 
Management By Objectives (MBO) system. Certain similarities in the importance 
placed on the consideration of the efficient and effective use of resources for 
future productivity and profitability allow for a comparison to be drawn between 
Zero Based Budgeting (ZBB) and Capital Expenditure Budgeting (CEB). 
Management By Objectives (MBO) on the other hand is an application of 
business strategy which is derived from the Strategic Plan.
The findings of this study may prove useful in providing support for the existence
of importance of the capital budget process in the control structure. Williams &
Hinings (1988) summarise their findings as suggesting
That managerial responses to the implementation of a new budget system 
are not driven solely by the internal technological or hierarchical structure 
of an organisation or by the technical specifications governing the modus 
operandi of the new system and its linkage with prevailing control 
systems. (Williams & Hinings, 1988, p.196)
Capital expenditure may require a change to the control system to maintain 
congruency with the capital budget and inturn may impact on the organisational 
structure and business strategy of a firm.
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The organisational structure as part of the internal environment was therefore a 
compromise between the forces exerted by the strategic plan of top management 
and the external environment. The external environment, addressed next in this 
chapter, also contributes to the formulation of the strategic plan. Williams & 
Hinings (1988) found that the strategic plan was subject to review and 
adjustment. Such adjustment, was in response to feedback indicating the 
effectiveness of established lines of communication and monitoring. Monitoring 
enables action and reaction to be taken in response to changes in the external 
environment.
Effectively, an organisation should have contingency plans to coincide with 
existing strategic plans. Contingencies should allow for changes, which may be 
predominantly exogenous in nature, to be addressed. Contingency plans provide 
management with the flexibility required for decision making in an uncertain 
external environment. Flexibility may be best achieved by providing current data 
of an internal and external nature to create a dynamic basis for decision making.
Responsibility Centres :
Sizer (1989, p.281) and Rayburn (1989, p.97) suggested that the role played by
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various departments (or sections) may be diversified within organisations. For 
example, departments may be regarded as profit centres, cost centres, revenue 
centres, or investment centres. Jensen (1983) was critical that the selection of a 
cost centre or profit centre was not satisfactorily explained by existing 
organisation theories. Jensen (1983, p.325) proposed that a set of organisational 
characteristics could be developed to "explain why various organizations function 
as they do." He suggested that accounting was an integral part of every 
organisation because it was the basis of control.
The strategic plan and control system are considered to impact on the process by 
which the management accounting system develops. The fit or misfit of the 
information with the business strategy may be attributed to the control system. 
Emmanuel & Otley (1985, p . 114) suggested that the budgetary control system 
while conforming to the organisational structure may be adapted to take 
advantage of the responsibility centre structure. Different organisational structures 
require different types of control systems to fit the business strategy. The 
organisational structure is itself an important form of control. Two types of 
structure commonly referred to are "decentralised" and "centralised" structures. 
Decentralisation is concerned with the extent to which decision making authority 
is delegated by top management to subordinates. Centralisation is concerned with 
maintaining decision making authority in the hands of top management. The
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middle management are constrained by rules, procedures and policies which 
govern the decision making process.
The separation of authority and responsibility into areas of authority allows for 
a control process to be designed specifically to meet the needs of each individual 
centre of responsibility. Bierman, Dyckman & Hilton (1990, p.349) suggested 
that by measuring the performance of subunits, the control process is aimed at 
obtaining goal congruence by providing incentive for managers to make decisions 
that conform to the organisational goals.
Control Mechanism :
In order to manage efficiently and achieve maximum performance the control 
process in the organisation is a primary issue. The application of management 
accounting techniques was suggested by Otley (1978) as supporting the 
assessment of achievement of goals or forecasting that enhances predicability.
The argument for the role of Management Accounting is predicated upon the 
belief that management exerts control over the entire organisation. The different 
levels of management focus on their areas of authority and require controls
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systems match those requirements. Feedback from management accounting is 
based on readily quantifiable outcomes rather than worker behaviour. This 
measures only one of the types of feedback and provides a narrow view of 
effective performance. However, the management accounting system is an 
integral part of the control process used by management.
Control may be related to the use of other factors at the disposal of management 
such as technology, organisational structure and the environment. Dermer (1988) 
in fact takes issue with the concept that technology, organisational structure and 
environment are tools which may be used to guide management in decision 
making. Dermer (1988, p.25) proposed that "Control is not management’s 
prerogative; organisations are also self-governed through assumptions, principles 
and rules underlying their beliefs and behaviours. " Dermer (1988) suggested that 
conflict and consensus had to exist side by side in every organisation. To 
comprehend such a relationship Dermer (1988, p.29) suggested that four essential 
elements should be examined: (1) leadership (management); (2) citizenship 
(stakeholders); (3) institutions (formal and informal patterns of relating); and (4) 
ideologies (patterns of belief).
For proponents of Contingency Theory this could cause some concern though it 
could just as easily be described as another variable in the complex matrix on
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which Contingency Theory is based. However, the very basis of the theory as 
described by Otley (1980, pp.414-415) is predicated upon the belief that the key 
variables are Technology, Organisational Structure and Environment. It is no 
small coincidence that these three variables are at the centre of the changes that 
have effected the role of management accounting and the techniques that are 
applied.
Technology has been closely linked with the changes in the environment, and 
both have been responsible for new frontiers being faced by service industries 
such as banks, insurance underwriters and government departments as well as the 
retail and manufacturing industries.
Conclusion :
Management control takes various forms in the day to day running of an 
organisation. Management need some measuring device by which to establish and 
monitor performance standards. This implies a need to produce forecasts of the 
future activities of an organisation in order to create the illusion of predicability 
in the running of the business in an uncertain economic environment. This 
generally takes the form of a budget which may be focused on the short-term or
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long-term running of the business.
The Capital Expenditure Budget presents a vision of the future together with 
alternative methods or strategies for achieving the desired goals. This form of 
influence or guidance is a form of management control.
Management control in turn requires that appropriate information be available for 
the purpose of feedback, feed within and feedforward. Accordingly the 
information system will need to be consistent with the strategic and operational 
processes of the organisation.
Management play a key role in the formulation and implementation of control 
systems. Any investigation of the control system within an organisation needs to 
take into account the degree of input of the different levels of management. 
Additionally, any specific traits that may distinguish individuals needs to be 
considered in the evaluation process. It follows that decision making by lower 
levels of management, within any organisation, will be made on the basis of 
compatibility with the limits imposed by the strategic plan. Therefore, the 
information system of an organisation must allow for the control and monitoring 
of projects that either affect or are in themselves of a strategic nature.
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External Environment
External environmental factors can affect an organisation by imposing limits as 
well as providing opportunities. An organisation can respond to its environment 
by adapting to suit the environment or it may attempt to change the environment. 
As discussed in the previous two chapters strategic planning is an attempt to 
influence the external environment and the control system is the means by which 
strategy is implemented and monitored. The relationship between the variables 
is important to this dissertation and the various studies identifying the 
environmental issues are discussed in this literature review section.
External Environment :
Lenz (1980) proposed that the external environment could be viewed as the 
source of events and changing trends which "create opportunities and threats for 
individual firms." Emery & Trist (1965), Thompson (1967), Terreberry (1968) 
and Lawrence & Lorsch (1969) emphasised the need for organisations to adapt 
to external forces to maintain organisational viability. The relationship between
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uncertainty of the external environment and the design of the organisational 
structure (also referred to as internal environment) was shown to be instrumental 
in the design of the planning and control system. Subsequently, the formulation 
of the strategic plan is a vital aspect of a firm’s ability to adapt to changes in the 
environment.
Emery & Trist (1965) suggested that traditional organisational theory had adopted 
a "closed system" approach. This approach regards the organisation as 
independent of the external environment and capable of dealing with problems 
through the internal structure. Research using the closed system approach was 
successful when the problems examined were well-structured or semi-structured. 
Mason & Mitroff (1981) and King, Dutta & Rodriguez (1978) found that the 
closed system approach was not adequate for strategic planning problems, which 
were illstructured and dependent on information concerning the external 
environment. In light of the explanatory problem associated with the closed 
system approach an alternative was sought.
The alternative proposed was the "open system" approach which considers an 
organisation to be "open" to influences of the external environment. Thompson 
(1967) and Ackoff & Emery (1972) suggested that external factors could produce 
a change in an organisation. The open system approach suggested that an
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organisation could adapt to changes in the external environment through structural 
and functional characteristics.
Downey & Slocum (1975), Miles, Snow & Pfeffer (1974) and Tosi, Aldag & 
Storey (1973) argued that managerial perception was linked to environmental 
uncertainty in an organisational context. As a consequence, their studies focused 
on variables aimed at measuring perceptions of the level of environmental 
uncertainty. The works of Dutton & Duncan (1987), Cowan (1986), Daft & 
Weick (1984), Johnson (1983), Kiesler & Sproull (1982) and Lyles & Mitroff 
(1980) are examples of different models developed to explain the identification 
and interpretation of events in the external environment. While the models share 
many similarities, the terminology used to describe the processes vary from 
environmental interpretation, problem formulation, problem sensing, issue 
management, and strategic issue diagnosis.
Khandwalla (1976), Paine & Anderson (1977), Bourgeois (1978) and Lindsay & 
Rue (1980) recognised the need for the strategic planning process to establish 
formal links between external environment and internal decision making. Dunbar 
& Goldberg (1978), Nystrom & Starbuck (1984), and Weick (1987a, 1987b) 
studied the lack of fit between the environment and the organisation’s strategy or 
structure. They found that failure to identify changes in the environment resulted
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in an organisation having an inappropriate strategy or structure. The misfit was 
attributable to the decline in performance and critical to the organisation’s 
survival in times of crises.
Organisational Structure :
Macintosh & Daft (1987) and Ginzberg (1980) focused on the relationship of 
organisational variables in the design of an organisational control system. The 
function of the control system was shown to be related to the organisational 
structure which in turn was related to the external environment.
Macintosh & Daft (1987) examined department interdependence and its 
relationship to the management control system. Their investigations considered 
the relationship of the external environment in the context of the organisational 
structure, as one of a number of factors influencing the design of a management 
control system. Three factors identified were external environment, technology 
and the interdependence among departments, however, the study focused on the 
interdependence among departments. Management control systems were found 
to be positively correlated with the degree of departmental interdependence. The 
implication appears to be that the influence of the external environment is
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incorporated in the selection of both the degree of interdependence among 
departments and the design of the control system.
Ginzberg (1980) examined the characteristics that impact on the information 
process and control requirements. Adopting the view that an organisation is a 
closed system Ginzberg proposed a contingency approach for the design of a 
control system based upon the organisational structure. This framework overlooks 
the potential misfit occurring due to a dramatic change in the external 
environment. The organisation should be flexible enough to adapt to any critical 
change in the external environment. The internal environment of an organisation 
and the external environment need to co-exist for an organisation to operate 
efficiently and effectively. The short comings of this theoretical approach were 
discussed earlier in this section.
Internal Environment :
Cowen & Middaugh (1990, p.71) suggested that internal environmental factors 
include the management style, organisational structure, corporate culture, and 
mission. According to Cowen & Middaugh (1990) the internal environment may 
be regarded as a product of organisational design.
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Gordon & Miller (1976) proposed a contingency approach for the design of an 
accounting information system. They suggested that external environment, 
organisational structure and decision making styles of management were linked. 
The specific variables identified within their framework for analysing the internal 
and external environments are presented in Table 2.12.
Table 2.12
INTERNAL & EXTERNAL ENVIRONMENT CHARACTERISTICS
Internal Environment External Environment
1. Decentralisation 1. Dynamism
2. Differentiation 2. Heterogeneity
3. Integration 3. Hostility
4. Bureaucratization
5. Resources
The existence and nature of the relationship between the external and internal 
environments were examined by Gordon & Narayanan (1984). They found that 
information systems and organisational structures were linked to the external 
environment. The design of an accounting information system was found to be 
contingent upon the degree of perceived environmental uncertainty (PEU).
However, Gordon & Narayanan (1984) concluded that the external environment 
influenced the internal environment and therefore indirectly the information 
system design. They concluded that the accounting information system could well
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be used as a tool for changing the organisational structure. They found that 
organisations placed a greater emphasis on information of a non-financial and 
external nature when the external environment was more uncertain.
External Environment :
Burns & Stalker (1961), Lawrence & Lorsch (1967), Weick (1969) and Duncan 
(1972) identified perceived environmental uncertainty as an important contextual 
variable because it made planning and control more difficult. Planning became 
problematic because of the unpredicability of future events. Control devices 
became ineffective because of rapid and unpredictable change affecting 
operational activities.
Burns & Stalker (1961) studied twenty industrial firms to determine how their 
organisational structure might differ depending on different environmental 
conditions. They concluded that in a stable environment organisations tended to 
use a mechanistic structure, while in a turbulent environment organisations were 
found to adopt an organic structure.
Emery & Trist (1965) proposed a more sophisticated model with four types of
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external environment: placid-randomised, placid-clustered, disturbed-reactive, 
and turbulent-field. Their study did not classify the type of structure best suited 
to each environment, however, the suggestion that uncertainty causes instability 
acknowledges the potential for major rapid change. In such circumstances the 
best organisational structure would be a flexible one which can respond promptly 
to changes.
Lawrence & Lorsch (1967) deliberately chose three different industries with 
diverse external environments in order to make comparisons with the internal 
environment adopted by the organisations. They found that the level of 
uncertainty concerning the external environment was important in the selection 
of the appropriate structure for achieving organisational goals and effectiveness.
Amigoni (1978) classified independent variables such as degree of structural 
complexity (organisational structure) and degree of turbulence (external 
environmental) as being relevant to the designing of a management control 
system. Further, Amigoni (1978) addressed the relationship between independent 
variables and management control systems and suggested that the differences 
between management control systems could be related to the nature of the 
external environment, that is, a stable environment or a turbulent 
(uncertain/dynamic) environment.
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Pfeffer (1978) noted that all organisations compete for resources. The competitive 
relationships contribute to uncertainty in an organisation. Perceived environmental 
uncertainty (PEU) contributes to uncertainty in decision making. Elesh (1973), 
for example, described the dimensions of the competition between universities for 
students. Indeed competition poses an external threat to an organisation. Pfeffer 
(1978) suggested that reducing uncertainty and establishing predicability is 
fundamental to strategic planning and the development of organisational 
structures.
The early work of Gordon & Miller (1976) introduced the concept of the external 
environment, organisational design and decision making styles of management as 
variables upon which a contingency approach may be formulated for the design 
of an accounting information system. In addition to this framework they 
concluded that the accounting information system (AIS) could also influence 
changes in the organisational performance. They dealt with the matter by 
specifying the variables affecting the internal environment (or the organisational 
structure) and those external influences likely to be important.
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Diagram 2.4
RELATIONSHIP OF ENVIRONMENTS & DECISION MAKING ON THE DESIGN OF ACCOUNTING 
INFORMATION SYSTEMS
Internal Environment
1. Decentralisation
2. Differentiation
3. Integration
4. Bureaucratization
5. Resources
External Environment
1. Dynamism
2. Heterogeneity
3. Hostility
Decision Making Styles
1. Analysis
2. Time horizons
3. Multiplexity
4. Adaptiveness
5. Proactivity
6. Consciousness or explicitness 
of strategies and objectives
-► Accounting Information System «*-
k.
Source: Adapted from Gordon & Miller (1976)
The work of Ewusi-Mensah (1981) was significant for giving impetus to the 
external environment as a major influence of an organisation and subsequently 
its information requirements. The framework was based on the view that an 
organisation was an "open system" susceptible to external influences and 
therefore dependent on information concerning the external environment.
* This heralded a move away from exclusive internal 
information needs.
* This inferred a cybernetic control process where an 
organisation was capable of adapting to its 
environment.
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While the study of Ewusi-Mensah (1981) provided an insight into the need to 
match the information system to the environment, it lacked explicit direction as 
to the means of achieving this match. An organisation which is classified as 
"adaptively rational" is one where both the organisation and the environment are 
in a state of rapid change. An appropriate information system would need to be 
flexible enough to change as rapidly as the external and internal environment.
Gordon & Narayanan (1984) identified the existence and nature of relationships 
between the environment, organisational structure and information system 
characteristics. The framework was based on the premise that information 
systems and organisational structures are a function of the external environment. 
Perceived environmental uncertainty (PEU) is examined as a tool for designing 
an accounting information system. The concept was not new however, for as far 
back as 1972 Duncan had studied the effects of PEU on decision making. Duncan 
(1972) categorised the external environment as being either simple-complex or 
static-dynamic.
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Dynamic and complex environments add to the degree of uncertainty and 
therefore exert an influence over the decision making processes in an 
organisation. Rayburn & Rayburn (1991, p.58) referred to dynamic environments 
as those with "a large number of different factors and components which are in 
a continual process of change." Accordingly, dynamic environments face the 
greatest levels of uncertainty. Rayburn & Rayburn (1991, p.58) considered 
uncertainty to be "a lack of information about future events, so that alternatives 
and their outcomes are unpredictable." This is an important issue, for 
organisations must deal with such uncertainties in order to maintain successful 
operations in the long-term. Gordon & Narayanan (1984) redefined the 
categories into mechanistic or stable (static) and organic or dynamic. What does 
differ is that Gordon & Narayanan (1984) considered the role of organisational 
structure to be minor compared to that of PEU in the design process. They also 
suggested that the accounting system could well be used as a means of changing 
the organisational structure not just adapting to it.
In a partial replication of the Gordon & Narayanan (1984) study, Chenhall & 
Morris (1986) sought to provide additional evidence on the interaction between 
variables. The independent variables were identified as: PEU (perceived 
environmental uncertainty) and organisational interdependence with the dependent 
variables being: information characteristics, specifically - scope, timeliness,
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aggregation & integration. The research supported the argument of Gordon & 
Narayanan (1984) that PEU exerts a strong influence over the information system 
design. However, the framework also allowed for the impact of the effects of 
decentralisation and organisational interdependence. The study concluded that 
these additional variables interacted in the design of an appropriate information 
system. Management’s perception of environmental uncertainty appears to be 
influenced by the degree of competition and the organisational structure that has 
evolved. The identification and interpreting of important trends relies on the 
accounting information system fitting into this framework.
Schermerhorn (1986, p.134) identified the components of the external 
environment as economic, political, social and technological forces. 
Schermerhorn (1986) proposed that management of an organisation must evaluate 
each of these factors in terms of the threats and opportunities posed to the 
organisation. This implied that management should adopt an appropriate strategy 
in light of the threats and opportunities posed by the external environment.
There are circumstances under which management of an organisation can exert 
some influence over the external environment. Stanton, Miller & Layton (1991, 
p.24) suggested that examples include industry associations lobbying to influence 
political-legal forces, and technological advancements due to research and
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development which affects competition. They focused on an organisations’ 
marketing strategy and the impact on the external environment. Six factors 
identified in the study were demography, economic conditions, competition, 
social and cultural forces, political and legal forces, and technology.
Changes in the Environment ;
Various factors have been suggested by Sera (1992), Bowen (1992) and Littlefield 
(1990) as being responsible for changes in the external environment in the last 
5 to 10 years.
World Market :
Pyne (1986) and Johnson (1988) referred to the challenges of global competition. 
Sera (1992) concluded that the conduct of business has forever changed due to 
the development of a world market. The factors responsible for this development 
are suggested by Sera (1992) as being political and social changes, improved 
communications, improved transportation and borderless economic transactions.
The advent of faster and larger transport systems has meant an ever increasing 
market for the products of today’s manufacturers. Management in Japan have
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aggressively sought a large share of the world market rather than limiting their 
scope to just the local or regional market. Coates (1989) examined the success 
of the global strategy of the motor vehicle manufacturing industry of Japan. 
Fransman (1992) suggested that in the high-tech telecommunications industry of 
Japan failure to introduce advanced technologies may have adversely affected the 
competitive viability of that industry in the world market. However, Fransman 
(1992) does acknowledge that the evidence is not conclusive.
The implications of a world market are not limited to manufacturing or 
export/import; there is as much happening in the financial and service industries. 
Scarlata (1992) and Bowen (1992) identified the globalization of futures and 
securities markets. Bomhoff (1992) highlighted the impact that currency 
convertibility has had on central and Eastern European nations. Adam & Ioannou 
(1992) and Morgan (1990) provided evidence of the development process of 
multinational banks and the competition to provide international financial services 
in a world market. Fischer & Palasvirta (1990) concluded that the price 
behaviour of stock market indexes in 23 countries showed the effect of 
integration of a world market.
Such large markets have led to a rapid growth in multinational organisations 
(Bowen, 1992), with special requirements for planning, control and monitoring
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over a vast network of intercompany transactions. This has also meant a need for 
special reporting and taxation structures (Moore, 1992) to meet the different legal 
requirements of each country.
The spread of trade has created the demand and opportunity for international 
banking and financial facilities. A case in point is the introduction of international 
banks in the Australian market accompanied by the floating of the Australian 
dollar. As Ferrers (1989) pointed out, there have been some reasonable benefits 
to the export industries in Australia the fluctuating value of the Australian dollar 
has extracted a price from the community in the form of inflation linked to 
importation of goods. Bomhoff (1992) identified a potential problem associated 
with the monetary system. Large countries or even multinational organisations, 
some of which have a larger turnover than the gross domestic product of most 
countries, can manipulate the monetary system of small countries.
Littlefield (1990) examined the increasingly international scope of financial 
markets in particular the insurance industry. Berglas (1990) was critical of the 
U.S. insurance industry’s failure to expand operations in other countries. The 
result for the U.S. insurance industry has been a shrinking share of the world 
market. The importance of the General Agreement on Tariffs and Trade (GATT) 
talks was identified by Berglas (1990) as important for establishing further free
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exchange of insurance markets around the world. Otis (1991) presented case 
studies of U.S. insurance organisations’ plans and strategies for operating on the 
world market. Ferraiolo (1992) provided statistical data on the international 
growth of both life and general insurance business over 30 countries. Jennings 
(1990) provided a case study of the "Sedgwick Group" preparing for international 
competition. The study revealed that a number of significant changes were 
implemented over a two year period to unify the group to better operate in a 
world market.
All changes in technology have not involved the development of plant, equipment 
or production techniques. Technology has been influential in the design of the 
office environment and management systems. Such changes have allowed 
organisations to offer varying degrees of service and competition on a scale 
previously unheard of.
Office Automation :
A paperless office is no longer a dream but reality, at least in some organisations. 
Rydge (1989) examined changes taking place in the U.S.A., Canada, U.K. and 
Australia through the introduction of Electronic Data Interchange (EDI). EDI 
allows the processing of transactions such as invoices and cashflow without the 
need for written documents to substantiate the transaction. Sadhwani & Sarhan
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(1987) examined the implications of EDI for inventory management techniques. 
In particular they identified the value of an EDI system to the Just-in-time 
technique, as it allows for immediate response to orders and reduces costs even 
further.
Computer data bases have become more sophisticated and developments in 
hardware and software have resulted in data base systems with greater capability 
both for storage and retrieval of information.
A major improvement can be traced to the introduction of Fourth Generation 
Languages (4GL). These new languages allow virtually untrained personnel to 
create either sophisticated or simple reports, as well as allowing the monitoring 
of software programs.
Factory Automation :
The most publicised changes have taken place in manufacturing industries where 
the production processes have undergone changes due to new technology and 
market forces.
Robotics has turned the factory floor into a sterile and mechanised production line 
that need never stop. The factory of the future, referred to by Cotton & McNally
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(1987), has arrived with its computer controlled robot processing and automated 
machinery linked directly to a management accounting system. This paints a glum 
picture of the factory of the future as a place where neither man nor woman need 
set foot, not even to make adjustments or service the machinery. It may be the 
ultimate irony since the move away from manual labour is not only responsible 
for the loss of jobs, it has also put pressure on management accounting systems 
to change the method of allocating costs. Brown (1985a, 1985b) addressed the 
issues concerning computation and allocation of overhead and indirect costs. 
Attention was focused on machine hours or units of production which require a 
more sophisticated method of accounting than was employed at the time.
Conclusion :
The external environment may be thought of in terms of the market place, the 
sphere of operations or the opportunities and threats facing a firm. There appears 
to be sufficient evidence to assert the existence of a positive correlation between 
the external environment and the internal environment. The external environment 
exerting an influence over the development of an internal environment. A 
motivating factor in the development process is considered to be the perceived 
environmental uncertainty. Perceived environmental uncertainty is instrumental
Chapter 2 ... Literature Review
Page 73
in the decision making process of strategic plans and actions implemented by 
management.
According to Gordon & Narayanan (1984), the external environment 
classification, can have a strong influence in determining the strategy an 
organisation adopts. The findings of Gordon & Narayanan (1984), are 
summarised in the following Table 2.13 which depicts the strategy most likely 
to be applied in a particular environment.
Table 2.13
COMPATIBLE STRATEGY & ENVIRONMENT
Strategy External Environment
Type
Prospector Dynamic - Unstable
Analyser Neither stable nor
totally unstable
Defender Mechanistic - Stable
Source: Adapted from Gordon & Narayanan (1984)
It is possible for firms in one environment to adopt different strategies (Miles & 
Snow, 1978) at different times. The most common characterisations of 
environment are "dynamic", "heterogeneity", and "hostile" used by Burns & 
Stalker (1961), Lawrence & Lorsch (1967), Khandwalla (1977), Mintzberg 
(1979), Miller & Friesen (1984) and Miller (1987). These characteristics are 
defined in similar terms summarised in Table 2.14 below. These different
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environments are explained in the following terms.
Table 2.14
CHARACTERISTICS OF EXTERNAL ENVIRONMENTS
Dynamic Amount and unpredicability of change in customers and competitors, 
rates of change in market trends, industry innovation and Research 
& Development.
Heterogeneity Differences in the market (competitors and customers) and 
production requirements of different market segments. Requiring 
different marketing, production and administrative practices.
Hostile Degree of competition, number of dimensions of competition, 
restrictive legislation. (Price, product, technological and 
distribution competition, shortages of labour or raw materials and 
unfavourable demographic trends e.g. decreasing market.)
The prior studies show that the variables are capable of being operationalised and 
are used in this dissertation. Operationalisation of the structural and 
environmental categories based upon Khandwalla (1972), Miller & Friesen (1984) 
and Miller (1987) are implemented in the questionnaire designs. The 
questionnaires are presented in the Appendix.
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Performance Measurement
Performance is the result of the activities of a firm. The measurement of the 
activities has been linked, in the previous section, to the control system of a firm. 
The result of the activities of a firm have been attributed to the strategy and the 
implementation of strategy to deal with changes in the external environment. 
Thus, performance is linked to the strategy, control and environment. This 
section examines the literature concerning the methods employed to measure 
performance at an organisational level.
Performance :
Measurement of performance has been linked to the control system (Lorsch & 
Allen, 1973; Vance, 1978) and strategic planning (Wood & LaForge, 1979; 
Kudla, 1980). Jaeger & Baliga (1985, p.121) pointed out that the notion of 
measuring performance assumes the existence of standards against which 
accomplishment and feedback can be judged. This implies that the basis of 
evaluating the effectiveness and efficiency of operations may be quantifiable in
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terms of the strategic plan. Preston (1977) suggested that performance ’variables’ 
may be viewed as being directly attributable to the organisation or its 
environment. This implies that the selection of an appropriate performance 
measurement should be positively correlated with the organisational structure 
(Glaser, 1991) and its control system. Bierman, Dyckman & Hilton (1990, p.790) 
maintained that the most appropriate measures of performance tend to be related 
to the degree of decentralisation within an organisation. They categorised the 
organisational levels as:
Department or cost centre,
Plant or operating unit,
Division, and 
Company.
This categorisation dissects an organisation so that performance may be better 
linked to the degree of control exercisable by specific levels of management. 
Each level of management should be able to readily identify the measurement 
criteria applicable to her or his area of responsibility. Solomons (1965, p.55) 
definition of the concept underlying responsibility accounting is "costs should be 
borne by, and revenues should be credited to, the segments of the business 
responsible for them."
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The role of measuring performance has been linked to the management style 
associated with selecting techniques used in planning and goal setting. Hopwood 
(1972, p.165) identified four possible categories under which management style 
could be analysed:
[1] Budget constrained style wherein management are concerned with 
meeting the budget but are not concerned with costs;
[2] Budget profit style wherein the management are concerned with both 
meeting the budget and controlling costs;
[3] Profit conscious style wherein management are concerned with 
controlling costs but not with meeting the budget; and
[4] Nonaccounting style wherein management are neither concerned with 
meeting the budget nor in controlling costs.
Hopwood (1974) adapted these management styles to analyse the use of 
accounting data in the evaluation of performance. He examined managerial 
factors which influence the design and operation of an accounting system. The 
managerial determinants were examined from three distinct styles in respect of 
the use of accounting data. As a consequence the management styles are 
redefined with emphasis placed on the accounting data as follows:
[1] Budget constrained style where in the accounting data is used to 
measure the degree of success in continually meeting a short-term budget.
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[2] Profit conscious style is concerned with the increasing of long­
term effectiveness in relation to the goals of the organisation. Therefore, 
accounting data are used with some care and a flexible approach is 
adopted. Where appropriate accounting data are supplemented by 
alternative sources of information.
[3] Nonaccounting style where the role of accounting data in performance 
evaluation is minor. Alternative sources of information are considered 
more relevant to the evaluation of performance.
An awareness of these potential influences on management decisions may provide 
assistance in evaluating organisational control in relation to the strategic plan. An 
insight of the workings of an organisation may be possible if the individual 
management characteristics can be established. Hopwood (1974) observed various 
undesirable consequences of ill-suited rigid budgetary measures of performance. 
Some of the undesirable effects may be attributable to a poorly designed 
management information system. However the research findings of Otley (1978), 
Hirst (1981) and Govindarajan (1984) on the impact of accounting control 
identified two issues. First, accounting information is used in different ways by 
managers in determining budget attainment. Secondly, the level of reliance placed 
upon budgetary measures was positively correlated to managerial behaviour and 
the perceived uncertainty of the external environment.
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Measurement Process :
The process of measuring performance involves the evaluation of the effective 
and efficient use and acquisition of resources in accordance with the goals and 
objectives of the organisation. Research has focused on accounting based 
indicators such as return on investment and/or sales growth (Schoeffler, Buzzell 
& Heany, 1974; Porter, 1980; and White, 1986). However, problems associated 
with the reliance on accounting based indicators have been documented by Hong 
(1977), Lev & Sundar (1979) and Rappaport (1983).
Brown (1985c) referred to useful alternatives that management accountants have 
neglected such as "added value ratios". These ratios provide details of the 
effectiveness and efficiency of operations of an organisation. For instance the 
added value per employee as well as turnover of GEC was found to be twice as 
high as that of British Aero Space. This suggests that the capital and inventory 
consumed by production was not being used efficiently. Other areas of potential 
performance measurement include non-financial factors such as product quality, 
design, industrial relations, customer satisfaction, productivity performance and 
market share.
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Johnson (1988) was critical of the use of costs that have pervaded the thinking 
and processes of management accounting. According to Johnson (1988) the focus 
should be on "activity-based information" related to the consumption of 
resources. This method stresses management’s need to focus on quality and 
flexibility not just costs. The added value is attributable to activities or work that 
consume resources. To be competitive and efficient Johnson (1988, p.30) 
suggested the need to focus on "how the mix of a company’s diverse products, 
services, and activities contribute in the long-run to the bottom line." Financial 
costs, alone, are not sufficient to exercise effective control over operating 
activities.
Traditional cost accounting systems come under attack from Cooper & Kaplan 
(1988). They claimed that the classification of variable costs which vary in the 
short-term with production, can lead to the distortion of product costs. It is 
argued that failing to align production costs with variable costs in the short-term 
can result in a decision to produce where costs exceed the sales price. This 
argument raises the issue that academic accountants and economists have been 
pushing, for some time, for the use of variable costs as the relevant basis for 
deciding on production. Whether this has any significance in service industries 
is an issue which has not been addressed. Accountants, however, have been using 
the full cost method for reporting and evaluating production. Cooper & Kaplan
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(1988) argued that changes are necessary in the way management accountants
think about cost behaviour. They described the process in the following terms:
Management accounting thinking (and teaching) during the past half­
century has concentrated on information for making short-run incremental 
decisions based on variable, incremental or relevant costs. It has missed 
the most important aspect of product decisions the time period for 
measuring. (Cooper & Kaplan, 1988, p.27)
An organisation’s survival depends on its ability to remain competitive and 
profitable in the long-term not just the short-term. Profitability in the long term 
requires management to consider the impact of costs over future periods.
Sheridan (1989) favoured changing the approach to cost evaluation. According 
to Sheridan (1989, p.20) "One need hardly stress that recovering costs 
arithmetically is not the way to control them." Sheridan (1989, p.21) suggested 
that "one needs to trace costs to their origin, the trigger points, rather than record 
them where the accounting system has located them." Sheridan (1989) questioned 
the adequacy of relying on accounting information pertaining to productivity. The 
cost of production influences the decision making process. Production decisions 
require management to determine specific issues, such as whether to make or buy 
an item; or whether to continue or discontinue production of an item. Such 
decisions may be adversely affected by accounting systems which provide 
inappropriate information. Sheridan (1989) referred to the Japanese
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manufacturing industry as an example of an alternative method of production 
decision making. The Japanese use the strategy of aiming for a dominant market 
position and then target costs according to planned sales levels. The process is 
the reverse of the process commonly used in the U.K., U.S.A. and Australia and 
focuses on the need to control costs to meet specific targets.
Performance Indicators :
Edwards (1986) suggested that the strategy an organisation has adopted will 
influence the design of the performance measurement system. The performance 
measurement system should provide a clear and full review of an organisation’s 
objectives and strategy. The various measures are categorised by Edwards (1986, 
p.15) as:
Liquidity, measures of the short-run ability to pay maturing obligations,
Activity, measures of how effectively and/or efficiently assets are 
employed,
Profitability, measures of the degree of financial success or failure for a 
given period of time,
Coverage, measures of the degree of protection for creditors and 
investors,
Marketing, measures relating to the interplay of customer response, asset 
utilisation, and costs incurred in the generation of profit revenues,
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Purchasing, measures relating to price, delivery and quality,
Human resources, measures relating to the work force,
Price-level, measures of the impact of changing prices,
Future, measures of how well a firm is providing for the future.
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With varied and numerous aspects of an organisation’s activities which can be 
used to measure performance, performance evaluation research has focused 
predominantly on the impact on profit. It is hard to justify such a seemingly 
narrow view, yet the continued success of so many organisations continues to be 
linked to the profit motive of investors.
Schoeffler, Buzzell & Heany (1974); White (1986); Miller (1988); Venkatraman 
& Prescott (1990) used the "Profit Impact of Marketing Strategy" (PIMS) data 
base as a guide to operationalising the relevant performance variables. These 
studies focus on the relationship of the performance measurement to industry 
norms. The most commonly used measurements being return on investment (ROI) 
and indicators of market share or growth such as increase in annual sales or 
inventory turnover.
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Schoeffler, Buzzell & Heany (1974, p.137) define PIMS as attempting to provide 
management with "insights and information on expected profit performance of 
different competitive conditions." Measuring management performance required 
an analysis to determine what level of ROI is reasonable or normal under various 
circumstances for different operations. The PIMS model provided a means of 
examining how changes in strategy and market conditions are likely to change the 
ROI.
White (1986, p.217), using the PIMS data base, found evidence to suggest that 
the fit between strategy and control was a contributing factor in achieving an 
advantage in performance. The two aspects of performance examined were sales 
growth and (pretax) ROI. Those businesses with both a cost and price advantage 
were found to have the highest ROI. The most interesting result came from an 
analysis of within strategy variance. Those businesses with no competitive 
advantage, on average, had significantly higher ROI where more frequent reviews 
of strategy were conducted. Organisations with low autonomy gained significantly 
higher ROI from business units with pure cost strategies.
Reliance on (unadjusted) ROI measures ignores key non-financial data and the 
impact of inflation. Financial accounting data prepared for external reporting does 
not provide details of the operations or technology employed by the organisation.
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Kaplan (1984) pointed out that inflation distorts ROI measures. This may result 
in dysfunctional behaviour on the part of management, depending on the level of 
management. Managers will tend not to invest in new assets (technology) as 
Kaplan (1984, p.99) explained that "When fixed assets and inventory are not 
restated for price level changes after acquisition, net income is overstated and 
investment is understated." Therefore, organisations with older assets that have 
high amounts of accumulated depreciation, will report higher ROI’s than 
organisations that have invested in new assets.
Insurance Industry Specific Indicators :
The best indicators of a firm’s performance are likely to be those which are 
industry specific. Comparison of performance against other firms in an industry 
provides a "bench mark" against which a firm can be assessed.
There are traditional performance indicators in the general insurance industry. 
The mostly commonly used is the "underwriting result" which was defined in the 
Insurance and Superannuation Commission report (1988, p.32) as "the surplus 
or the deficit that emerges after claims incurred and expenses applicable to a 
period are deducted from premium that is earned (as distinct from written) in that
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period." Earnings from investments are excluded from this indicator. The general 
insurance industry is also governed by the Commonwealth Insurance Act 1973 
which imposes strict conditions on the solvency required of a firm licensed to 
conduct general insurance operations in Australia. Section 29, details the 
conditions: (1) applicable only to companies incorporated in Australia, total assets 
must exceed total liabilities by not less than $1,000,000 or 20% of premium 
income, whichever is greater; (2) applies to all companies, including branches of 
overseas companies, assets in Australia must exceed liabilities in Australia by not 
less than $1,000,000 or 20% of premium income in Australia, whichever is the 
greater. Adherence to the legislation is monitored by the Insurance and 
Superannuation Commission.
Fiegenbaum & Thomas (1990) used industry specific ratios to analyse 
performance differences between strategic groups in the U.S insurance industry. 
The study focused on data drawn from a long-term period and established a 
framework for analysis of competitive strategy. The study provides a number of 
ratios useful in analysis of the multiple-case study approach. Performance 
measures and strategy variables adopted for this study are presented in Table 
2.15.
Chapter 2 ... Literature Review
Page 87
Table 2.15
INSURANCE PERFORMANCE INDICATORS
Combined ratio 
( C O M )
Indicates the overall 
performance level of an 
insurance company.
Incurred losses + Loss 
adjustment expenses + 
Underwriting expenses + 
Dividend
Net premium written
Market share 
(MS)
Indicates the firm's share of 
industry volume.
Firm's net premium written 
Industry net premium written
Personal lines vs. 
Commercial lines 
(PPER)
Personal lines are domestic 
insurance for individuals 
while commercial lines are 
for business operations. 
Indicates a firm's marketing 
strategy.
Personal net premiums written 
(NPW)
Personal NPW + Commercial NPW
Firm size 
(LSIZE)
Absolute size is an important 
indicator of performance.
Bain (1968) and Scherer 
(1980) argued that large 
firms exert monopolistic 
power. Product control 
enables price setting and 
economies of scale.
LOG (NPW)
Source: Adapted from Fiegenbaum & Thomas (1990)
Conclusion :
A performance measurement may therefore be any measurement which indicates 
whether objectives have been achieved by the firm. Selection of the most 
appropriate measurement(s) of performance is complicated by the vast variety of 
financial and non-financial performance indicators that Edwards (1986) has 
identified as being available.
From the literature it appears that the ROI and growth in annual sales are the 
most commonly used variables to operationalise performance measurement. This
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does not mean that they should be accepted as the only indicators of performance. 
The case studies offer the opportunity to validate alternatives particularly industry 
specific practices. A limitation to identification of innovative approaches to 
performance measurement may be managements’ concern that trade secrets 
should not be made public. This study provides a starting point for a data base 
of strategy, control systems and performance measurements in the Australian 
general insurance industry. However, the creation of a performance indicator data 
base for all the insurance companies is beyond the scope of this study.
The industry specific performance measurements add substance to the case study 
approach. The inclusion of established methods of evaluation, in the analysis 
process, provides enhanced validity for the findings of this dissertation. These 
performance measures are presented in the case studies.
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CHAPTER 3.
RESEARCH DESIGN
Introduction :
This chapter contains a description of the data collection techniques employed. 
General considerations of the research methods employed are discussed. The 
approach used in this dissertation is then justified in light of the research design. 
Discussion of the research design focuses on the variables selected to examine the 
extent of the link between strategy, environment, control and performance.
The selection of the multiple case study approach for this dissertation is derived 
from the literature which suggested that a well structured case study may add to 
the knowledge of a specific field such as management accounting practices. It 
was implied that an initial understanding of the social or institutional situations 
confronting organisations, either individually or as an industry group, would be 
an advantage in a case study.
Interviews are a direct form of data gathering. A researcher can use the 
opportunity during an interview to clarify responses that may be vague or
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misleading. The interview is a communication process between an interviewer 
(researcher) and an interviewee (respondent) conducted with the intention of 
ascertaining information. The process involves asking questions intended to focus 
on the issues under investigation. The interview technique is an essential 
instrument in case study research and this section delves into the literature which 
provides the background for conducting interviews.
Research Methods Employed :
Sample :
The sampling technique employed was the judgement type (Sekaran, 1992, 
p.237). At least four alternative approaches were identified by Snow & Hambrick 
(1980) for identifying and measuring strategy variables: self-typing, investigator 
inference, external assessment and objective indicators. The first approach 
employed was a self-typing questionnaire to establish the strategy type. This data 
collection approach was used since it offers access to top management at a time 
of their choosing and requires only a limited amount of their time. In addition, 
the subjects which were best suited to the case study could be identified and 
directly approached.
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The selection of the general insurance industry was based on a knowledge gained, 
by the researcher, from sixteen years employment experience in the industry. The 
individual cases were selected as representative of each of the three strategy 
types. To minimise possible researcher bias established research methods as 
suggested by Yin (1989) and Sekaran (1992) were employed in the design and 
conducting of the research.
Case Studies :
Case studies offer the opportunity to isolate organisations for a particular field of 
study. Observation is focused on the activity, researched within one organisation. 
This type of study also offers some degree of flexibility with regard to the 
research design. The flexibility still requires attention to detail for the preparation 
and conducting of the case study. Smith, Whipp & Willmott (1988, p.97) 
suggested that the case study method requires attention to issues of design and 
theory. Hagg & Hedlund (1979, p.137) proposed that a more rounded holistic 
case study may be achieved through the use of a variety of techniques and 
methods for data collection.
The ability to focus on issues within a real-life context allows for further
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refinement of theories. Such benefits may be derived from the support the 
findings give to a theory or by providing additional information to improve the 
knowledge base. A case study also offers an opportunity for the development of 
a large scale longitudinal study.
Hopwood (1983) called for the study of accounting to be made at the 
organisational level to gain better insight into the factors that influence the design 
of accounting systems in an operational context. The multiple case study offers 
the opportunity to examine the application of accounting systems in a real life 
setting.
Hagg & Hedlund (1979) concluded that case studies are useful to test theories in 
a real life situation. They argued that for a theory to be universally applicable it 
should be detectable in all "cases". A case study may serve to confirm or modify 
a theory. Here the premise is that the framework for the case study is predicated 
upon the variables established by the theory. However, the case research does not 
treat these as finite. This enables a wider view to be taken of the data collected 
and may provide identification of other variables of significance.
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Case Study Design :
Burgess (1984, p.214) suggested that the techniques that are most commonly used 
in case studies (field research) may be identified as: "participant observation, 
unstructured interviews and conversations and the use of documentary evidence." 
This offers some insight into the approach to data collection in a case study. 
These procedures have been employed in the actual case study and are further 
discussed in the methodology section.
The concern for generalisability seen by Hagg & Hedlund (1979) places too great 
an emphasis on data and observations, while neglecting the importance of theory 
building in generating knowledge. Yin (1989, p.38) argued that there were two 
ways of generalising results: (1) ’statistical generalisation’; and (2) ’analytical 
generalisation’. Statistical generalisation draws an inference about a population 
based on empirical data collected from a sample. Analytical generalisation uses 
a previously developed theory as a template with which to compare the empirical 
results of the case study. Yin (1989) addressed the issues of validity in 
conducting case study research. Specifically, Yin (1989, p.36) referred to the 
importance of data collection in relation to the design of tests to establish 
construct validity and reliability of case studies. The suggestions proposed by Yin 
(1989) are summarised in Table 3.1.
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Table 3.1
TACTICS FOR CASE STUDIES
Validity C a s e  Study Research phase
Construct Use multiple sources of 
evidence.
Data collection.
Establish chain of evidence. Data collection.
Have key informants review 
draft study.
Composition.
Internal Do pattern matching. Data analysis.
Do explanation-building. Data analysis.
Do time-series analysis. Data analysis.
External Use replication logic in 
multiple case studies.
Research design.
Reliability Use case study protocol. Data collection.
Develop case study data base. Data collection.
Source: Adapted from Yin (1989, p.41)
Validity of Case Study Research :
A case study is useful when the focus is on issues within a real-life context and 
the researcher intends to observe events as they occur. Since the phenomena 
being studied involves contemporary events a case study approach appeared to 
be appropriate.
For the results and conclusions drawn from case study research to have validity 
Yin (1989) proposed that attention should be given to four aspects of quality:
(1) construct validity,
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(2) internal validity,
(3) external validity, and
(4) reliability.
Construct validity requires the operationalising of measures for issues being 
studied. In this study questions were selected from previous research which had 
focused on the issues. Additionally, the questionnaire was revised after the initial 
interview to assure terminology and issues were consistent within the insurance 
industry.
Internal validity is concerned with the establishing of causal relationships. 
Multiple sources of evidence allows matching of relationships, information was 
collected from interviews, questionnaires and available documentation to improve 
the internal validity.
External validity is concerned with the generalisability of a study’s findings. 
Questionnaire survey results are usually generalised through the use of statistics. 
Results of case studies rely on analytical generalisations, that is, generalising on 
a broader theory. Multiple case studies can improve external validity by 
providing evidence of replication. This study employs a theoretical model, 
questionnaires, and multiple cases to enhance generalisability.
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Reliability is concerned with the minimising of errors and biases in the study. 
The operations of the study should be capable of being repeated with same or 
similar results being achieved. This can be achieved in a case study by the use 
of a "protocol" and data base (Yin, 1989). The case study protocol is a written 
schedule of how the study is conducted. This is established in Diagram 3.1 (on 
page 94) and more specifically in the interview process. The data base for this 
study was developed using multiple sources of evidence, specifically, company 
documents and records, interviews, direct observation, and industry magazine and 
newspaper archival articles. This evidence was enhanced by support of case study 
notes, and questionnaire materials. The data was analysed by pattern matching, 
which relies on theoretical propositions or models.
Yin (1989) also suggested a design for application in multiple case study 
research. These suggested steps form the basis for the construction and 
application adopted for this dissertation. The steps proposed by Yin (1989, p.57) 
are :
(1) Develop theory,
(2) Select cases,
(3) Design data collection protocol,
(4) Conduct case studies,
(5) Write individual case reports,
(6) Draw cross case comparisons,
(7) Write cross case report.
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Scapens (1990) stated that case studies offer the opportunity to test theoretical 
concepts in a real life context. The point made by Scapens (1990, p.260) is that 
"researchers have used normative models, positive theories, and in some 
instances interpretive and critical approaches." So while the concern for 
generalisability may be warranted there is reason to believe that case studies do 
generate knowledge and add to the formulation of theories.
Field studies may be divided into two broad categories (Kerlinger, 1986, p.373) 
exploratory and hypothesis testing. It is suggested that exploratory studies 
identify variables and their relationships thereby providing the ground work for 
more rigorous testing of hypotheses.
The approach to be used in this thesis is a multiple case study consisting of three 
individual cases. Each case study is representative of a unique typological 
classification identified by Miles & Snow (1978). These typologies are Defender, 
Analyser and Prospector. Details of these typologies were discussed earlier in 
Chapter 2.
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Case Study Research :
Examples of case studies in the accounting field are varied and offer some 
credibility for the use of the case study approach as a means of establishing just 
what is happening in the work place.
Neumann & Jaouen (1986, p.132) studied changes in the production processes 
at Hewlett Packard. These changes were brought about by the introduction of 
Japanese accounting concepts. The study suggested that traditional cost 
accounting techniques produce obsolete data which may be counter-productive in 
repetitive manufacturing environments.
Fleischman & Parker (1990) reported a case study of the relationship between the 
changes in a firm and its accounting practices. Forces inside the firm itself and 
evolutionary processes of the external environment were identified as being 
responsible for the changes. This provided a historical examination of the 
relationship between the changes and forces, which resulted in the development 
of accounting practices.
Another area of investigation which used the case study approach focused on the 
behavioural aspects of management and the use of accounting information to
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control and monitor performance. An example is the study by Merchant (1985) 
which focuses on the impact of such organisational controls on the decision 
making process of managers in decentralised firms. Brownell (1982) undertook 
a field study to test the validity of the results of a laboratory experiment. The 
study suggested that the relationship between budgetary participation and 
performance is moderated by the personality variable: internal-external locus of 
control.
Case Study Conclusion :
Case studies offer the opportunity to gain rich insights into the application of 
theory. The research method proposed by Yin (1989) for a multiple case study 
approach provides enhanced validity for the findings of this dissertation. 
Examples of the use of case studies imply that there is a general acceptance of 
this research in the field of accounting. The tactics and steps suggested by Yin 
(1989) were followed to mitigate the limitations associated with the interpretive 
nature of this dissertation.
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Interview Techniques :
Fowler & Mangione (1990, p.87) suggested that interview techniques are far 
more complex than merely asking the right question. The importance and value 
of the data being collected in an interview is directly related to the interviewer. 
Interviewers need an understanding of the influences of communication and 
behaviour for conducting an interview. It is important to stimulate interaction 
with the respondent creating a free flow of dialogue. Such a rapport may result 
in the discovery of relevant information not formally included for discussion in 
the interview schedule.
To foster discussion, the interviewer should take the initiative to establish rapport 
with the interviewee. This may be achieved by a discussion of complex, industry 
specific issues. Clarification of terminology and concepts provide both parties 
with a basis of understanding. A limitation of interviewing is the possibility of 
the interviewer influencing the interviewee’s response. This limitation may be 
reflected in the selection of the questions and the verbal presentation during the 
interview. Emory (1985) suggested that one method to reduce bias is for the 
interviewer to listen and ask for clarification rather than offer any interpretation.
Having established an initial rapport, an interview needs to progress with
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questions. Kerlinger (1987, p.441) pointed to the need to reduce interviewer bias 
by adopting a flexible approach to the design of the questions in the instrument. 
It is suggested that some degree of formalisation should be maintained but that 
the interview should be conducted in a manner that allows for as much 
information on the research issue as possible to be collected. The personal 
interview is described by Boyd, Westfall & Stasch (1989, p.236) as the most 
versatile and flexible method of obtaining information. Personal interviews may 
rely on a set number of questions or areas to be addressed which may be referred 
during the interview for prompting. These may be questions of a specific nature 
or topic areas that require discussion.
The design of questions will therefore have an important role in the procedure for 
the conduct of an interview. The different types of questions identified by 
Huseman, Galvin, Prescott, Lahiff, Penrose & Hatfield (1986, p.376) are 
represented in Table 3.2. The implications are important for both the interviewer 
and the interviewee. The recognition of the potential of questions to direct 
discussions or gain further insight is an important part in the process of preparing 
for the interview.
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Table 3.2
OVERVIEW OF APPROACHES TO INTERVIEW QUESTION DESIGN
T y p e  of Question Description Advantages Disadvantages
Open Broad in its scope and 
usually requires more 
than a few words in 
response.
1. Greater opportunity 
for observation.
2. Easy to answer.
3. suggest interest by 
interviewer.
1. More time required.
2. Quantification of 
information is 
difficult.
3. More difficult to 
control the interview.
Closed Restrictive and 
generally require a 
brief and limited 
response.
1. Less training of 
interviewer.
2. Less time to answer.
3. Easier for 
interviewer to control.
4. Easier to analyse 
the answers.
1. Provide too little 
information.
2. Inhibit 
communications.
3. Interviewee does 
not have the 
opportunity to provide 
additional 
information.
Neutral Phrased so that 
possible responses are 
not indicated / 
alternatives are 
presented in a balanced 
fashion.
1. No attempt is made 
to direct the 
interviewee's response.
Leading Designed to guide the 
interviewee in a 
certain direction.
1. Allows for 
verification of 
relevant information.
1. Tends to put words 
in the mouth of the 
interviewee.
2. May result in 
biased responses.
Loaded Usually puts an emotive 
proposition in such a 
way that it is 
difficult for the 
interviewee to either 
agree or disagree.
1. Identifies topics 
about which the 
interviewee feels 
strongly.
1. Inhibits the free 
flow of information.
2. Should be left to 
skilled interviewers.
Mi rror Reflects the previous 
answer of the 
interviewee.
1. Draws out additional 
information.
2. Reduces bias in the 
interviewee's 
responses.
3. May provide a more 
complete response.
1. May be misdirected.
Probing Based on the response 
of the interviewee it 
seeks to probe deeper 
into the issue/area.
1. Draws out additional 
information.
2. Provides an insight 
into the interviewee's 
interpretation of a 
question.
3. May explain basis.
1. May not prove to be 
the right issue.
Source: Adapted from Huseman et al (1986, p.376)
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Interview Structure :
Bingham & Moore (1959) start from the premise that an interview is basically a 
communication process in which the conversation is directed to a definite 
purpose.
Lenders & Erskin (1978) suggested that the personal interview is a research tool 
for gathering information on a particular case. The rules for obtaining material 
were summarised as :
(1) Do not ask businessmen, "Have you any problems?" Rather, ask 
for the benefit of their experience.
(2) Be prepared to guide the conversation with intelligent questions, but 
do not preplan the interview to such an extent that you prevent the 
executive from giving any ideas or pertinent information which you 
may not have anticipated.
(3) Do not be argumentative. The job of a research assistant is to 
discover and report facts and opinions, not to change them. 
(Lenders & Erskin, 1978, p.39)
In order to stay within the purpose of the interview the style and structure should 
be considered and planned in advance. Huseman et al (1986, pp.380-382) 
referred to three styles of interviewing ’highly directive’, ’directive’, and ’non­
directive’, while the structure is suggested as consisting of six phases, planning,
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establishing rapport, stating the purpose, asking questions, answering questions, 
and summarising. This provides a guide for preparing to conduct interviews to 
gather data.
The interviewer should be concerned with asking the questions properly, 
recording responses accurately, and probing meaningfully (Emory, 1985, p.162). 
The means to achieve these aims are stated by Emory (1985) as:
1. Establishing a friendly relationship with the respondent to gain co­
operation.
2. Establishing in the mind of the respondent that the study is 
important and worthwhile by explaining the purpose of the study.
3. Introductory explanations should be limited, as too much 
information can introduce a bias into the respondent’s answers.
4. Interviewer appearance and action are critical in making a good 
first impression on the respondent.
5. The interviewer needs to make certain that the answers adequately 
satisfy the question objectives.
* Need to know the objectives of each question.
* Need to practice and assess conducting of interviews under 
controlled conditions.
6. Probing questions should be neutral and appear as a natural part of 
the conversation.
* Provide insight into the purpose of questions and suggestions 
such as how to probe for more information.
* Definitions should be included to allow for explanation and 
interpretation in a standardised manner. (Emory, 1985, 
pp. 162-165)
Chapter 3 ... Research Design
Page 105
Emory’s (1985) suggestions allow the interview to flow, and provide cohesion in 
the interview process. The initial interview should be an ice-breaker to gain the 
confidence and acceptance of the person being interviewed. Under this approach 
notes would be taken during the interview and greater detail added immediately 
after the conclusion of the interview, rather than taking copious notes during the 
"conversation". This should allow the interview to go through more than just the 
narrow topics to be examined. Additionally, it should provide time for the 
interviewer to assess the attitude of the interviewee as well as the relevance of 
the specific information being conveyed.
Interview Conclusion :
The interview approach adopted for this phase of research is that advocated by 
Burgess (1984), Emory (1985) and Yin (1989). Reliance was placed on 
interviews with management and staff of the firm and the analysis of 
documentation, such as procedure manuals and accounting reports. Additional 
data was sought from external sources such as the specific industry associations 
and government departments.
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Personal interviews provided the opportunity to obtain responses that gave insight 
into areas that might otherwise not be addressed. The interview schedule was 
designed to provide a set number of areas that needed to be addressed. For 
example, strategy, performance, environment and control. While these aspects 
of the interview were discussed there was flexibility in the design of the 
questionnaire to allow for candid responses to be recorded.
The initial interview was used as an ’ice-breaker’ to gain the confidence and 
acceptance of the person being interviewed. Notes were examined and extended 
immediately after the interview rather than continuously during the 
"conversation". This allowed the interview to go through more than just the 
narrow topics considered to be of interest. Additionally, it provided time for the 
interviewer to assess the attitude of the interviewee as well as the relevance of 
the specific information being discussed.
Two interview techniques used were the structured and unstructured interview 
(Sekaran, 1992, p.190). The unstructured interview was used to establish 
preliminary issues. The structured interview followed a set of predetermined 
questions considered relevant to the research. All interviews were designed to 
elicit responses regarding the central issues of the study. Where clarification was
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requested by respondents during interviews, the clarification pertained to the 
specific issue being addressed.
Questionnaires :
Questionnaires were used in the initial phase of the study to identify the subjects 
best suited to the research. Each typology was described in a paragraph as 
summarised by Snow & Hrebiniak (1980, p.336). The terms "defender", 
"prospector", and "analyser" were not used on the questionnaire. Each 
description was categorised as "Type A", "Type B", and "Type C". The 
advantages and disadvantages of the use of "self-typing" questionnaires were 
addressed by Snow & Hambrick (1980). The "self-typing" questionnaire approach 
was found by Snow & Hambrick (1980, p.532) to be a useful instrument when 
used in conjunction with other methods of assessment.
The questionnaires used in the next phase requested information useful for 
analysis of the areas under investigation. The structure of each questionnaire 
permitted the collection of data in a systematic and efficient manner on issues 
discussed and provided clarification of interview notes. Questions of an open- 
ended nature were included to allow the participants to elaborate upon the issues 
being addressed. The Likert scale and the itemised rating scale were used on
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different questions to help draw useful interpretive conclusions from the data. 
The Likert scales were used to support conclusions and to distinguish between the 
participants responses on strategy, control, external environment and performance 
measurement.
The use of questionnaires improved the case study research by providing 
verification concerning the interpretation of interview notes, and observations that 
may have been overlooked on the grounds that they were inexplicable or 
inconsistent.
Research Design :
Past studies have established various approaches to identify the variables used in 
this study. The literature review chapter provided the source for the analysis of 
the data gathered. The measurement process involved categorising variables in 
the following areas.
The classificatory variables were the strategy types. These strategy types are the 
typologies, ’prospector’, ’analyser’ and ’defender’ identified by Miles & Snow 
(1978).
Chapter 3 ... Research Design
Page 109
The control variables were the organisational structure (Williams & Hinings, 
1988), delegation of responsibility (Sizer, 1989; Rayburn, 1989; and Bierman et 
al, 1990), and the budgeting process (Otley, 1978; Brownell, 1982a, 1982b; and 
Collins et al, 1987).
The external environmental variables were identified by Schermerhorn (1986), 
Stanton et al (1991), and Sera (1992) as demography, economic conditions, 
competition, social and cultural forces political and legal forces, technological 
forces.
The performance and measurement variables were accounting based indicators 
(Edwards, 1986), effectiveness and efficiency indicators (Brown, 1985c), and 
return on investment (ROI) (Schoeffler, et al 1974; Miller, 1988; White, 1986; 
and Venkatraman & Prescott, 1990).
These variables were operationalised in the questionnaires and interview 
schedules used. The details are given in the Appendix section. To enhance the 
analysis process questions pertaining to variables are repeated in questionnaires 
and interview schedules. In some instances the request for the same information 
was made using a different form and approach.
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Table 3.3
SUMMARY OF VARIABLES
Classificatory
variables
Analyser
Defender
Prospector
Control variables Organisational Structure 
Budgeting
Delegation of responsibility
External environment Compet i t i on
variables Cultural & social forces 
Demography 
Economic conditions 
Political and legal forces 
Technological forces
Performance and Accounting based indicators
m e a s u r e m e n t Effectiveness and Efficiency
variables indicators
ROI
Industry specific indicators
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Source: Adapted from Sekaran (1992, p.67)
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Data Collection Method :
The data sources for this study are general insurance companies selected from the 
1990 Sydney Yellow Pages telephone book, especially from the categories - 
Insurance - Fire, Marine, Accident & General. The procedure involved phoning 
the companies and advising them of the research and obtaining tentative interest 
in the completion of the survey. The initial telephone calls were all made by the 
same person. This allowed the person to gain experience in dealing with the 
introduction of the survey and to build a rapport with the potential respondent. 
To further facilitate this, the telephone calls were made by a woman. This was 
not done to be sexist but as recognition of the special contribution that women 
can make to telephone interviews. Boyd & Westfall (1972, p.503) reported that 
telephone interviews were better conducted by women.
Having made this initial contact, the survey, along with a letter explaining the 
nature of the study, were sent to each insurance company. The Chief Executive 
Officer, General Manager/Managing Director or Assistant General Manager were 
directed to self assess the firm’s strategy type. Contact was directed to those with 
the title Chief Executive Officer, General Manager/Managing Director or 
Assistant General Manager due their exposure to strategic considerations of the 
firm.
Chapter 3 ... Research Design
Page 113
A follow-up phone call was made after 21 days to further facilitate data 
gathering. Consequently, a letter with a copy of the original survey form was 
sent. This was done at the request of the respondent or as a result of not being 
able to speak with the original contact.
Four companies initially indicated a willingness to participate in this study. Those 
respondents who stated an interest in participating further were then contacted by 
phone and an appointment for an initial interview was arranged. At this point in 
time, one of the four decided not to proceed. Fortunately the remaining three 
companies satisfied the selection criteria, in that the CEO in each case had 
identified with one of the three typologies. The CEOs of the three companies 
gave their permission for the research to continue. A condition of their approval 
was the agreement to maintain each company’s anonymity from each other and 
from the general public.
The initial interviews were an opportunity for the top management and the 
researcher to establish a working relationship. It involved summarising the 
research issues and the approach to be employed. A schedule that was designed 
to guide the interview is presented in Appendix D. The schedule provided a point 
of reference during the interview. Questions were directed to the topics listed on 
the schedule which also accommodated for topics being addressed in any order.
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An opportunity for a second interview was established during the first interview.
The second interview involved asking predetermined questions. The questions 
were derived from the surveys used by Lawrence & Lorsch (1967), Khandwalla 
(1977), Miles & Snow (1978), Mintzberg (1979), Miller & Friesen (1984), 
Miller (1987) and Simons (1987). The questions were designed to confirm the 
strategy type and the issues of planning, control and performance in light of the 
strategic aims of the organisation. A schedule of questions is presented in 
Appendix E. At this interview copies of the "strategic plan", "corporate 
objectives", company structure chart and procedures manuals were obtained 
and/or discussed. The questionnaire was sent by mail so that the CEO’s could 
prepare in advance. This allowed the CEO’s to check and identify any questions 
which required clarification. It also provided time for the gathering of documents 
which were requested for inspection.
Due to the sensitive nature of some of the material, copies could not be taken in 
every instance. Where copies were not available, general details were taken for 
analysis of the formal control system and performance measurement being used.
Following the formal interview the data gathered was screened. This screening 
entailed the examination of responses for contradictions and for divergence from
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the stated strategy or control system. The need for further questions to clarify 
responses was established. Questions were developed to address these issues and 
to focus on points of difference between each case study. A copy of the 
questionnaire is presented in Appendix G. The respondents were advised by 
phone of the additional questionnaire. The questionnaire was either mailed or 
personally delivered to the respondents. This questionnaire provided further 
support for the data gathered during interviews. The questionnaire specifically 
addressed the identification of the strategy, environment, control and performance 
variables. Measurement of these variables gave support for the analysis of the 
other forms of data gathered.
Data analysis consisted of examining, categorising and tabulating the evidence in 
conformity with the thesis. The analytical techniques used were pattern matching, 
and explanation-building as suggested by Yin (1989).
Pattern matching involved the comparison of the findings with the predicted 
pattern of specific variables as defined for the classificatory variable. Lack of 
precision is a limitation in this method, as interpretive discretion is exercised by 
the researcher in deciding whether a pattern has been matched or not. The use 
of multiple cases enhances the use of pattern matching by providing theoretical 
replication. Cross-case results provide more robust explanations.
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Explanation-building is the analysis of the case study data presented in narrative 
form. The explanations attempt to stipulate a set of causal links about some 
observed phenomena. Limitations of this type of method include: links may be 
complex and difficult to measure in any precise manner and narratives may tend 
to drift away from the issues. To minimise the possible limitations, the case study 
evidence is examined with constant reference to the theoretical propositions and 
possible alternative explanations. A chain of evidence which can be followed is 
created for each case.
Summary :
The multiple case study approach provides a focus on the nature and existence 
of the linkages between key variables in the theoretical model. A multiple case 
study approach also enhances the explanatory power of the findings. Interviews 
and questionnaires have been shown to have reliability and validity when attention 
is paid to design and application. The use of multiple data collection techniques, 
including observations, interviews and administration of questionnaires, provided 
enhanced support for the analysis of the theoretical model.
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Also, the disadvantages associated with the measurement approaches of self­
typing, external assessment, objective indicators and investigator inference are 
mitigated (Snow & Hambrick, 1980, p.532) by combining the four techniques.
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Introduction:
CHAPTER 4.
CASE REPORTS
Insurance Industry Overview
The general insurance industry is part of the "financial sector". The role of the 
general insurance industry in the Australian economy is to provide security 
against financial losses and reinvestment of the funds at its disposal. The 
general insurance industry achieves this role by providing financial protection 
against loss from insurable risks to the general public, and through stable 
profits derived from sound business operations/practices.
The 1990’s are providing new challenges for the general insurance industry 
because technology, employment and economic constraints are changing 
rapidly. Managers are faced with questions concerning the increase in 
competition and, the increase in regulation. They are also faced with the need 
to be more flexible, while still retaining security through liquidity. The 
requirement to satisfy shareholders places emphasis on the need for profits. It 
is important that the strategies adopted by the management in the insurance 
industry be examined to identify differences that may benefit current and 
future decisions.
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History:
The forces and influences that drive the general insurance industry are related 
to the changes that have occurred over the years. From an examination of the 
historical events since 1900 it is possible to understand the aspects of 
government regulation which has affected the industry.
Table 4.1
INSURANCE REGULATION
1902 Insurance Act (NSW), Life Fire and Marine Insurance Act (NSW)
1907 Marine Insurance Act (WA)
1909 Marine Insurance Act (C'wlth)
1916 Queensland Insurance Act (Qld)
1926 Workers' Compensation Act (NSW)
1932 Insurance (Deposits} Act (C'wlth)
1925 Traffic Act (Tas)
1936 Motor Vehicles Insurance Act (Qld)
1942 Motor Vehicles(Third Party Insurance) Act (NSW)
1945 Motor Vehicle (Third Party Insurance) Act (WA)
1949 Motor Vehicles Ordinance (NT)
1958 Motor Car Act (Vic)
1959 Motor Vehicles Insurance Act (SA)
1960 Insurance Act (Qld)
1968 Insurance Amendment Act (Qld)
1965 Housing Loans Insurance Act (C'wlth)
1973 Insurance Act (C'wlth)
1984 Insurance (Agents and Brokers) Act (C'wlth), Insurance Contracts Act (C'wlth)
1991 Insurance Acquisitions and Takeovers Act (C'wlth)
The Insurance Act 1973 became necessary in the late 60’s and early 70’s 
when the community was faced with a number of insurance companies going 
into liquidation. Anyone, regardless of business ability, could put forward a 
modest deposit, of a $160,000, and begin trading. Subsequently, 
entrepreneurs, with little or no experience in insurance operations, entered the
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market for the cash flow and, as the number of companies grew, underwriting 
principles were disregarded. Instead of charging premiums to compensate for 
the risks, the entrepreneurial approach was to disregard the need for cash to 
cover future payments of claims, and use of cash flow for investments.
It was intended that the Insurance Act 1973 should provide protection for 
policy holders by requiring more stringent control over the accounts and 
operations. The Companies Act 1961 NSW and the Insurance (Deposits) Act 
1923 did not provide regulations specific to the general insurance industry. 
The sections of the Insurance Act 1973 relevant to solvency and liquidity are: 
sec. 29 which establishes the solvency tests required; sec. 30 defines assets; 
sec. 31 defines liabilities; sec. 34 refers to reinsurance facilities; and sec. 44 
sets out the accounts and statements to be lodged with the commissioner.
Legislation has developed in concert with the economic and social 
developments in Australia as well as following changes from overseas. The 
focus of the legislation was aimed at two major areas of concern:
1. Types of investments by insurance companies, and
2. Minimum solvency levels.
From 1960 to 1980 some 21 general insurance companies had 
gone into liquidation.
Chapter 4 ... Case Reports
Page 121
Table 4.2
LIST OF FAILED GENERAL INSURANCE COMPANIES
Atlantic Underwriters Pty. Ltd.
Australian & Overseas Insurance Co, Pty. Ltd.
Bells Insurance Company Pty. Ltd.
Bonus Benefits Insurances (Underwriting) Pty. Ltd. 
Cambridge Insurance Co. Pty. Ltd.
Corporate Mortgage Insurance Co. Ltd.
Cosmopolitan Insurance Co. Ltd.
General Mutual Insurance Co. Ltd.
Lutine Marine & General Insurance Co. Ltd. 
Motorists Mutual Insurance Co. Ltd.
Motor Marine & General Insurance Co. Ltd. 
Northumberland Insurance Co. Ltd.
Palmdale Insurance Ltd.
Riverina Insurance Co. Ltd.
Saltergate Insurance Company Ltd.
Seven Seas Insurance Co. Ltd.
Silver Self Aid Insurance Co. Ltd.
Standard Insurance Co. Ltd.
Travellers Insurance Corporation Ltd.
Vehicle & General Insurance Co. (Aust.) Ltd.
V.I.P. Insurances Ltd.
There were a number of identifiable reasons for the failures which can be
summarised as :
1. Speciality insurers,
2. Super surplus of speciality insurers,
3. Inadequacy of reinsurance facilities, financial backing, and underwriting 
ability,
4. Absence of reinsurance facilities,
5. Lack of underwriting experience,
6. Fraud,
7. Insufficient commencing financial resources,
8. Overly associated with allied companies, particularly finance 
companies,
9. Underwriting ratio too thin to absorb continuous market losses,
10. An expected guarantee of an overseas source (e.g. government) not 
forthcoming.
These causes of company collapse are brief as it is not intended to expand on 
the issues. Some of the causes were due to management error and poor 
decision making, while some were directly attributable to fraud. A poor 
understanding of the control requirements may have lead to management
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making decisions that proved wrong after the event. General insurance is faced 
with liabilities that are uncertain as to their existence (claims which have 
occurred but are not reported are known by the acronym IBNR) and claims 
which are not quantified for many years (referred to as having a ’long-tail’). 
The means for accounting for such liabilities has been a major concern as it 
directly affects the solvency and thus the continued operations of firms. In 
some respects the recent liquidity problems of ’Lloyds of London’ dealers 
(referred to as ’Lloyds Names’) is attributable to the lack of an adequate 
accounting system. Hence, the importance for analysis of the cost structure 
which underlies the general insurance operations.
Costs in the general insurance industry have been classified into: acquisition 
and renewal expenses; reinsurance; claims; and administration/management 
expenses (Richards, Bailey & Peters, 1984; Galloway & Galloway, 1986; and 
Lamble & Minehan, 1987). The methods used to identify and allocate costs 
has had little attention in the accounting literature and yet such issues are of 
vital importance to a major industry. Each company has developed methods 
for dealing with cost identification and allocation and there is some reason to 
believe that this is the best approach. Whether the method being employed, is 
the best fit for the individual firm is an issue which this study sets out to 
analyse. Understanding costs is an important requirement in establishing the
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price of goods and services and evaluating the performance of operations.
Market Structure:
To appreciate the relationship of strategy, control systems and performance it 
is necessary to understand the market and the economic environment in which 
the industry operates. The general insurance industry has a major role in the 
Australian economy as the 1991 Insurance Commissioner’s report shows, total 
gross premiums amounted to approximately $8 billion with reported 
underwriting losses, of private sector underwriters, amounting to $1 billion. 
As at the 30/6/91 there were 162 authorised general insurer companies.
The reported total net profit after tax was $0.3 billion and the shareholders’ 
funds amounted to $7.1 billion which indicates an average return on 
investment of 4.2 per cent. This return is significantly below the risk free rate 
of return being offered on government securities. Subsequently, top 
management have to be concerned that shareholders are unlikely to accept this 
low return when there are other sources of investment that give higher returns 
on invested funds.
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Da Silva (1991) suggested that general insurance companies will face a 
turbulent market over the 4 year period to 1995. The issues identified by Da 
Silva (1991, p.21) as being potentially significant over this period are
1. New regulations concerning capital adequacy focusing on asset 
quality and liquidity measurement will constrain investments and 
focus on profitability.
This has indeed caused top management to review the underwriting practices 
of the past and the industry has moved toward a more conservative approach 
to price structure.
2. Privatisation of government insurance offices increases 
competition.
The privatisation of the government insurance office of NSW has had an 
impact on the insurance market. In the first instant it created pressure on the 
other state government insurance offices by competing directly against them in 
their own state, something which previously was not done. Secondly, it has 
aggressively sought business in markets that were previously considered too 
risky for a conservative government insurance office. The search for new
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markets and more business is a direct result of the company having to pay 
dividends to shareholders, an issue which top management had little need to 
consider in the past.
3. Mergers and consortiums will bring overseas competitors into the 
market.
The market has been involved in a number of mergers and takeovers, which 
have resulted from companies failing to perform in what was a limited market. 
Poor performance resulted in dissatisfied shareholders’ who were willing to 
sell or come to an agreement on share swaps. This allowed some companies in 
the Australian market to increase their share of the market and it also gave 
foreign companies the opportunity to enter the market.
4. Competition from new sources such as banks and non-bank 
financial institutions will threaten 25-50% of the general market.
Deregulation of the financial market has opened the door to competition from 
banks and building societies. Competition has increased in the domestic 
market and poses a threat to companies that have focused on this segment of 
the insurance market.
Chapter 4 ... Case Reports
Page 126
5. Statutory schemes operated by governments will be privatised. 
The long term effects of the pricing and claims payments will 
bear watching.
Deregulation of statutory schemes such as compulsory third party motor 
vehicle insurance has allowed insurance companies to participate in previously 
restricted market areas. It is still a little early to gauge the benefits to the 
public or the insurance companies.
Insurance Underwriting Cycles :
The concept of underwriting cycles impacting on the performance of insurance 
companies was examined by Cummins & Outerville (1987). From the 
published profit statements of international insurance companies they found 
evidence of cyclical patterns identifiable with periods of different underwriting 
approaches. The periods of cycles were found to be in the order of 5 to 7 
years. Smith & Gahin (1983) and Venezian (1985) also studied insurance 
company reports and produced similar estimates of the underwriting cycle 
period.
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Stewart (1981) suggested that insurance prices were essentially inversely 
related to solvency. Venezian (1985) found that the lags between occurrence 
of profit and its recognition in pricing was responsible for cyclical behaviour. 
Doherty & Kang (1988) suggested that cyclical pricing arises partly from 
fluctuations in interest rates.
The existence of underwriting cycles is acknowledged in the industry. The 
occurrence is commonly attributed to an "over-capacity" in the market. Over­
capacity is viewed as undermining the orderliness of the market, driving down 
premium rates and solvency causing underwriters to react inconsistently with 
standard underwriting practices.
Cyclical patterns occur in most forms of business. They can be due to various 
external or exogenous variables such as weather, fashion trends or 
technological advancements. The general insurance industry is influenced by 
variables which are beyond the control of individual companies in the 
industry.
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Market Strategies :
Da Silva (1991, p.22) suggests that there are four basic strategies open to 
general insurance companies in Australia.
These are referred to as :
1. Consolidation - a short-term response to poor performance. 
Rates are increased (hardened), distribution 
is streamlined, all product lines are costed 
and or trimmed, expenses are controlled.
2. Alliances - a medium to long term solution. Mergers of 
several small firms into one large group.
3. Growth - basically a make-versus-buy decision. This 
strategy aims to achieve one or more of the 
following: -
critical mass/economies of scale, 
product or technology dominance, 
geographic/distribution dominance, 
balance of product and/or customer 
mix.
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4. Niche - An alternative for capital starved firms, specialist
underwriters and captive insurers (underwriting for 
the parent company only).
Corporate planning requires management to consider the relationship between 
the strategic considerations. The strategic considerations are identified in 
Diagram 4.1 and follow the thesis of this dissertation.
Diagram 4.1
STRATEGIC CONSIDERATIONS
NSW Compulsory Third Party (CTP) Market Share :
Figures released by the NSW Motor Accident Authority show the division of 
market share between insurers. The percentage is calculated on premium 
income rather than policies written. There have been some significant 
developments in the market share of some of the 14 licensed insurers. The 
companies which have increased their share of the market are AMP, MMI and
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QBE while the companies which have lost market share are CU, NZI, 
ZURICH, Coy "B" and Coy "C".
Table 4.3
SUMMARY OF NSW CTP MARKET SHARE
INSURER 1/7/91 31/3/92
AAMI 5.00% 5.01%
AMP 5.00% 10.20%
CIC 5.00% 6.26%
CU 5.00% 1.61%
Coy "B" 7.00% 3.93%
GIO 10.00% 7.44%
MM I 7.00% 9.66%
MERC MUT 6.00% 6.19%
NRMA 30.00% 28.16%
NZI 5.00% 2.87%
QBE 5.00% 8.51%
Coy "CH 5.00% 3.55%
ZURICH 5.00% 3.28%
VACC 0.00% 3.33%
The source documents for the above analysis are available from the author on request.
Performance :
General insurance has faced the problem of calculating rates of premium 
adequate to meet claims which may not require payment until some future 
time. In times of inflation, the payment (settlement) of claims increases the 
degree of difficulty in estimating future cash flow requirements.
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Insurance risks have been increasing in size, stretching the capacity of the 
insurance market as a result of the growth in the world economy. Technology 
has been advancing at an unprecedented rate, over the last decade, creating 
new risks for which no past experience or statistics exists upon which rates 
could be based. The acceptance of these new risks has emphasised the need 
for the industry to keep pace with the development of new technology and 
changes in business practices.
The general insurance industry continues to face large and in some instances 
unquantifiable risks placing pressure on firms to build and maintain large 
reserves to support the underwriting strategy.
Long-term planning has become a major tool for management concerned with 
the need for cash flow and reserves for future commitments. However, long­
term planning is complicated by the very nature of general insurance; 
specifically, the liabilities that exist beyond the one year period of insurance 
cover, the ’long-tail’ liabilities discussed earlier.
The general insurance industry is unique in that its market encompasses every 
aspect of business and individual endeavour. The notion of an insurance 
market may be directed toward a class of insurance business, a particular
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industry or profession, a social group, or a geographical region. In each of 
these markets the service and cover requirements vary widely and change over 
time.
Allison (1990) referred to catastrophic losses across the world totalling in 
excess of US$20 billion in the period 1989 to 1990. In Australia he 
highlighted the Newcastle earthquake of December 1989 and the Sydney 
hailstorm of March 1990. Allison (1990, p.37) pointed out that the reinsurance 
premiums will increase due to the adverse affects of the world market. This 
effectively increases the general insurance companies overheads. Any increase 
is likely to be passed on to the customers in the form of increased premiums.
Insurance company managers are liable to their shareholders as well as their 
customers for the way they conduct business and manage the operations of the 
firm. The operations require the management to take into account a number of 
financial considerations. Reinsurance is an important financial consideration 
for the stability and liquidity of future operations. Diagram 4.2 gives an 
overview of the issues confronting the management of general insurance 
companies. Facultative reinsurance refers to additional reinsurance that may be 
required for insurance of large risks which are beyond the normal reinsurance 
agreements (treaty lines).
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Diagram 4.2
INSURANCE OPERATIONS
Allison (1990) suggested that two problems are likely to affect Australian 
insurance companies :
1. In Australia our problems are unique as we have a small population 
occupying a whole continent. There are the inherent costs of servicing a 
continent. (Allison, 1990, p.38)
2. The premium pool is not large enough at present to withstand the 
frequency of large individual commercial and industrial claims. As a 
consequence, we are seeing imbalanced portfolios ceded to reinsurers 
and the reinsurers are being asked to bear the brunt of the excessive 
risk for a technically low premium. (Allison, 1990, p.38)
Allison (1990, p.38) summarised by laying the blame for poor performance in 
respect of profitability on the underwriters: "The real underwriting issues
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facing the Australian market revolve around its ability to correct the very poor 
underwriting standards we presently demonstrate.” He suggested that priority 
should be given to underwriting qualifications and a shift of emphasis away 
from the marketing aspect. The article implied the need to consider the long­
term stability, rather than just the short-term cash flow. The cash flow 
requirements of general insurance companies is presented in Diagram 4.3. 
Insurance companies face far greater exposure to cash flow requirements than 
most service oriented companies. There are legislative requirements and 
reinsurance requirements which place insurance companies in the position of 
having to balance investments to allow for short-term cash-flow obligations.
Diagram 4.3
CASH FLOW REQUIREMENTS
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-----------------------------k -----------------------------
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Government
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Money Market
Allison (1990) emphasised the long-term plan as the answer to the short-term 
approach to dealing in the market. A long-term plan requires assessment of
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existing markets and their likely growth as well as determining possible new 
activities involving changes to the existing methods of underwriting.
Management need to have access to sophisticated information that will enable 
them to react quickly to changes in the market conditions. Richards, Bailey & 
Peters (1984, p.80) identified budgets used in the general insurance industry 
as: premium income, investment income, claims, commissions, management 
expenses. In addition to these the reinsurance requirements of the various 
classes of business should also be included in the budget process.
As costs need to be balanced against income it is necessary to have some 
means of estimating the cost of operations for each class of business. This 
requires some method of allocation, various methods are well documented in 
the manufacturing environment, however, little attention has been given to 
discovering appropriate techniques in service industries. The general insurance 
industry has been neglected due to the complicated nature of the business and 
the exposure to a wide variety of risks which, create liabilities that extend into 
the future. Lamble & Minehan (1987, p.94) identified three approaches used 
to allocate management expenses to classes of business: (1) proportion of 
premiums written; (2) detailed work studies; and (3) arbitrary percentages 
selected for each class.
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Cost Allocation :
Acquisition costs are the main ’cost of goods sold’ in general insurance 
business. Costs associated with underwriting of insurance are reinsurance, 
commissions, advertising/marketing, and administration.
As some manufacturing firms must provide for warranty on goods the 
insurance firm must provide for claims arising from the insurance policy. Just 
as this additional cost is allocated in the manufacturing firm to the price of the 
goods sold, so too the insurance firm attempts to include a provision for 
claims in calculating the premium charged for its service. While premiums for 
most classes of insurance are derived by means of actuarial tables competition 
has lead firms to cut the actuarial rates. This has resulted in firms attempting 
to allocate the cost of claims on a basis similar to warranty costs. However, a 
satisfactory technique has not been developed. One reason for this is to be 
found in the degree of uncertainty in insurance claims. There are tangible 
costs, such as repairs for motor vehicles and medical expenses for workers 
cover, which may, to some extent, be controlled or at least quantified. The 
intangible costs, such as court awards, are quantifiable to a lesser extent.
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Environmental Factors :
Environmental factors that require monitoring in the insurance industry are 
identifiable as :
* Developments in markets -
- Industrial and Technological changes,
- New classes of insurance,
* Economic and demographic trends -
- Wealth distribution,
- Changes in standards of living,
* Legislation -
- Changes/new statutory control of industry,
- Affecting particular industries,
- Affecting particular insurance classes,
* International developments -
- New markets,
- Restrictions on entry to existing markets,
From a micro-economic perspective the general insurance industry in Australia 
has had to deal with the added burden of deregulation of the financial sector 
which introduced new forms of competition. Examples of this new competition
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are to be found in the creation of insurance covers by banks and building 
societies. While on the other hand, new legislation has increased the 
regulations on business operations, including consumer legislation directly 
affecting price and claims mechanisms for some classes of business including 
workers cover and compulsory third party (CTP). Rapid change in technology 
has created opportunities for new product development, creation of new 
markets, and more efficient and effective conduct of business operations.
As a result of the rapid changes, companies have over-reacted and the industry 
has become fragmented. Price cutting has caused companies to reduce costs 
and even reduce the level of business in particular classes of insurance. 
Profitability has been low and alternative means for obtaining income have 
been tried, for example, investments. The focus on investment income proved 
to be fragile, with stock market fluctuations, and, for some companies with 
overseas investments, the fluctuation of the Australian dollar proved costly.
Summary :
The general insurance industry is fragmented with extensive competition 
between companies. A characteristic of fragmented industries is intense
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competition and low profitability. Price competition is unstable, because it has 
no effect on the total demand for insurance, nor does it have a worthwhile 
effect on the strategy of individual companies.
The industry is well established as an integral part of the financial service 
sector in Australia. There has been some rationalisation in the industry with 
mergers and takeovers taking place. Companies have tended to continue in 
their existing market segments with modest attempts to introduce innovative 
marketing techniques and new products.
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Insurance Company "A" Ltd. (Defender)
Background:
Company "A" is part of a large multinational insurance group. The parent 
company is based in the United Kingdom and has structured its operations in 
Australia to suit a segment of the insurance market that existed when the first 
offices were opened. This approach has changed very little over the last 
seventy years. The acquisition of individual and groups of insurance 
companies has stimulated rather than stifled growth. The growth from such 
mergers and acquisitions provided strength for the specific marketing strategy 
that had been initially implemented. Company "A" from the very start was 
placed in the hands of a "managing agent and Attorney" which provided the 
company with an immediate network of branches throughout Australian 
country areas.
The link with a managing agent was a strategic move that proved successful in 
gaining wide access and acceptance of the company products in the rural 
sector. The branch network provides facilities to service clients across rural 
Australia. This is an advantage which has restricted competition. Another 
barrier to entry is the specialised expertise that has been developed in this area
Chapter 4 ... Case Reports
Page 141
which is a result of the long-term involvement in the rural sector. The market 
niche has influenced the development of the company and the strategic plan 
that has evolved.
Company "A" originally had its head office in the central business district of 
Sydney. In 1980 it moved its head office to the outer suburbs for the 
following reasons: (1) to be closer to its market; (2) to take advantage of 
reduced rental costs; and (3) to better serve the majority of its clients and 
agents, located in country areas. The company employs approximately 160 
staff Australia wide. The accounting services are provided by the group parent 
company, which has its head office in Melbourne. This distance posed a 
problem to communications in the past but allowed company "A" to develop 
independently from the parent company. However, new technology has 
improved the links with head office though independence has remained a 
strong feature of the continued progress of company "A".
Being a major player in the rural sector the company has benefited during the 
prosperous periods of the Australian rural sector. With growth in profits being 
influenced by the primary industries’ export market boom of the 50’s and 60’s 
it could be said that company "A" was also "riding on the sheep’s back". Just 
as the Australian economy has, at various times, been dependent on the
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prosperity of the rural sector so too has company "A". Whenever the world 
market demand for Australian produce has decreased, adversely impacting on 
the rural sector, the flow-on has been adverse on the operations of company 
"A". Natural disasters such as fire, drought and storms pose a far greater risk 
for company "A" than for other insurance companies. Companies which have 
a greater proportion of industrial, commercial and domestic risks face less 
exposure to the disasters of nature in the rural setting. The greater the spread 
of risks, the less dependent the company will be for its continued profitability 
and survival on a narrow class of risks. This is a "price" that the company 
must be prepared to pay for its market niche.
Strategy Type:
The general manager (GM) identified company "A" as fitting the description 
of strategy type "A". This is the "Defender" type which is concerned with 
maintaining a market niche, providing superior service and a limited but stable 
range of products.
The market niche is directly related to the management agency network 
throughout rural Australia. The focus is on the rural sector with the insurance
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products targeted to meet the needs of the farming community. There has been 
an increase in the specific products required to satisfy the needs of this market 
over the last 5 to 10 years. As new technology has been adopted by the rural 
sector the products to protect against new risks were required, as an example, 
cropdusting introduced the need for aviation insurance and increased liability 
risks. While some innovations have resulted in new insurance policies being 
offered, the main thrust of change has been the marketing of insurance in 
packages, to suit the rural sector. This has resulted in packages that 
incorporate coverage on domestic risks such as household items, rural risks 
such as crop and livestock.
Senior management delegate the responsibility of the strategic plan to a team 
consisting of group executives which includes the general manager. A 
corporate planning department was created and this department, together with 
the general manager, are responsible for the implementation of strategies at 
operating and functional levels of the firm.
A review is conducted by the strategic plan team on an annual basis. Reviews 
take into account any variations to the corporate plan, an annual plan, and 
other economic or industry specific trends. The strategic plan is set on a 3 to 
5 year time horizon. Top priority is given to quality of products, services and
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market share.
Branch managers are required to explain any deviations or changes to the 
pattern of growth or maintenance of business in their area. Reviews take place 
on a monthly basis. This grass roots level keeps state managers informed of 
events in the market within their area of responsibility, the state. State 
managers are then required to explain any aberrations or changes that are 
occurring in their state to the head office. The general manager pays careful 
attention to any changes that could signal the entry of a new competitor or a 
new product. Such assessments are made possible by specialised computer 
software. The software provides reports which highlight changes in key 
indicators of each category of insurance. Reports are succinct, presenting 
numeric and graphical data for each category on a single page.
Management at all levels are encouraged to participate in activities that keep 
them in touch with their market niche. The company supports organisations 
and charities that have a strong association with the rural sector. Sponsoring 
events is one way that the company maintains a presence in the rural 
environment. The company adopts the attitude that it has established a major 
share of the rural insurance market. Its strength depends upon its ability to 
monitor changes in the needs of this market and any potential threats from
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competition.
The company relies on being perceived as different by the market in which it 
specialises. This differentiation approach is consistent with the niche strategy 
in that the focus of the operations are on the specific market. Company "A" is 
indeed "market driven" seeking to provide quality service and products to suit 
the market demand. The company image the product names and packaging are 
all focused toward the specific market.
Performance Measures:
Company "A" has shifted away from underwriting ratios which focus on the 
profit derived purely from the insurance of specific categories. Management 
place greater importance on the overall performance of the company and the 
part each branch and state plays in the maintenance of business. The internal 
reporting system provides analysis of general performance, allowing for trends 
in the market to be detected earlier than was previously possible.
At the end of 1990 head office turned its attention to the overall operating 
ratio. Though it has been accepted as "normal" to have expenses of 100% to
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104% of operating revenue. Investment revenue has been supplementing or 
contributing to the profitability of the company and offsetting the poor 
operating performance. An acceptable return on investment has been possible 
due to investment income. Head office management has sought to gain an 
improved margin on underwriting results. The operating profit derived solely 
from underwriting is now promoted as a goal to be achieved. Management 
acknowledge the significance of investment income, but have sought to direct 
attention to the profit margin on various classes of underwriting.
The various classes of insurance each have different cash flow requirements to 
settle claims. Establishing the amounts and the timing acts as a constraint on 
investment portfolios and, in turn, interest income. The GM acknowledged 
that return on underwriting operations is uncertain and is dependent on factors 
which are unpredictable. The return on investment was considered far more 
predictable (a return was expected even if the exact rate was not known). This 
form of logic was influential in the 1970’s when overall profit became an 
acceptable measure of performance. As the GM explained, the strategy, at 
least in financial terms, was to obtain sufficient income to fund adequate 
provisions for liabilities and make sufficient profit to provide the desired level 
of solvency and payment of an acceptable dividend to shareholders. The GM 
suggested that the logic of the 70’s had not proven beneficial to the insurance
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companies. There had been a destabilisation of the entire market, and 
underwriting purely for cash flow had lost favour. After all that had occurred, 
including the various business cycles over the last 10 years, there seemed to 
be a resurgence of underwriting rationalisation taking place at the boardroom 
level. The GM made the observation that solvency and continued existence, 
not just dividends in the short-term, seemed to have come to the forefront of 
thinking. This long-term focus now influenced the planning decisions of top 
management.
The importance of formal corporate strategy on the long-term 
supported by the GM’s responses highlighted in Table 4.4. The 
"liquidity and financial strength" with achieving "a high profit" 
concern.
Table 4.4
PERFORMANCE PRIORITIES
Priorities R a n k
Earning [a high] or [above average] profit ? 2
Achieving [a high] or [above average] rate of growth in sales or revenues ? 3
Retaining or securing [a high] or [above average] liquidity and financial 
strength ?
1
Maintaining or securing [a high] or [above average] employee morale, job 
satisfaction, and commitment to firm's objectives ? b
4
Achieving or maintaining an excellent public image ? 5
profitability is 
first priority is 
the next major
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Company "A" has achieved some degree of success in improving the "profit 
margin on sales" slightly from 0.86% to 1.16%, given in table 4.5. However, 
the most satisfying improvement was in the "return on shareholders’ funds 
(ROSF) or return on investments (ROI)" which increased from 2.4% to 
20.48%. On the issue of liquidity and financial strength the performance was 
not strong with the "current ratio" moving from 0.976 : 1 to 1.08 : 1. 
Performance measures over the financial year ended 30 June 1992 are 
presented in Table 4.5.
Table 4.5 reveals a number of interesting results some of which are consistent 
with the desired goals of top management while some indicate problems. The 
improvement in "return on shareholders’ funds (ROSF/ROI)" is an 
achievement on the part of management or at least the operation of the 
company. The reason for the improvement is more to do with investment 
income than profit on insurance underwriting, which is borne out by the "total 
underwriting expense" ratio of 107.04%. This was reduced over the last 4 
years as was the "underwriting expense ratio" which suggests that management 
have not been committed to this part of corporate strategy or that failure to 
identify and account for costs has resulted in poor management decisions.
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Table 4.5
PERFORMANCE INDICATORS
30/6/88 30/6/92
COM (Combined Ratio)
Incurred Losses + Claims Expenses + 
Underwriting Expenses
Net Premium Written (NPU)
1.144 : 1 1.079 : 1
EXRATIO (Production Expense) 
Underwriting Expenses
NPU
36.83 % 34.3%
TUWEXP (Total Underwriting Expense) 
Underwriting Expenses + Reinsurance Expenses + 
Net Claims Expenses
Total Premium Revenue
114.43 % 107.04%
MS (Market Share)
Finn's Net Premium Written
Industry Net Premiun Written
1.65 % 2.31%
CR (Current Ratio) 
Current Assets
Current Liabilities
0.976 : 1 1.08 : 1
PMS (Profit Margin on Sales) 
Operating Profit After Tax
Premium Revenue
0.86 % 1.16%
ROSFtROI) (Return On Shareholders Funds) 
Operating Profit After Tax
Total Shareholders' Equity
2.4 % 20.48%
ROTA (Return On Total Assets) 
Operating Profit Before Tax
Total Assets
1.06 % 0.66%
The documents pertaining to the financial operations of the company are available from the author on request.
Market share improved slightly though the slight increase may be due to 
normal growth over the 4 year period rather than some measure of success for 
the strategy. Indeed the low "return on total assets" ratio indicates a risk 
adverse approach to the use of the asset resources at the disposal of top
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management.
Management Accounting Controls :
The principle indicator of management accounting control is return on 
shareholders’ funds (ROSF/ROI). ROSF is a key indicator of overall 
performance for the company both for the managing agents’ and the parent 
company. Table 4.5 supports this claim, with the "return on shareholders’ 
funds (ROSF)" being dramatically improved over the 4 year period. Branches 
and underwriting departments are judged on their ability to maintain and/or 
increase the underwriting profit. Classes of insurance that are not proving 
profitable are identified and reasons for poor performance are examined.
The main focus of the control system is the profit centre. Control is achieved 
through formal budgets, responsibility centres, and activity ratios such as 
underwriting ratios, product turnover, claims loss ratios, and average 
collection period ratios.
Management accounting techniques deployed to achieve this are: standard 
costing, capital budgeting, operating budgets and contribution reporting.
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Contribution reporting emphasises cost behaviour of products or services in 
relation to overall performance. There is nothing special or unusual about 
these techniques though some applications may receive stronger support from 
the middle management. Middle management were more involved with the 
contribution reporting and placed greater emphasis on the creation of such 
reports, while tending to down play operating budget analysis whenever 
possible. This is consistent with the market niche emphasised by the company 
strategy and concentrates on the contribution of specific products to the overall 
performance of the company.
The accounting database of the parent company was deficient in that it did not 
allow for the specific reporting needs of company "A". Company "A" 
identified a special requirement for reporting structures to focus on 
performance in the market. To meet this need for feedback on performance, 
company "A" developed its own computer software. This software has the 
facility to accept data from the mainframe, enabling management to design 
reports to meet specific information needs. This specialised software focuses 
attention on market areas of importance to the company strategy.
Management at all levels have been involved in the creation process, making 
suggestions as the software was developed. Graphs were included in the
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output, as they were found to highlight trends that might otherwise be difficult 
to identify. Graphs removed the need to make time consuming calculations 
and comparisons manually. The graphs make it possible to detect positive and 
negative trends early and so allow managers to make adjustments to 
underwriting procedures or rates. This allows for changes to be made with the 
minimum of interruption to existing business and/or the acquisition of new 
business.
This reporting system supports the strategy by monitoring the activities of 
branches and states for signs of any changes that warrant attention.
Financial accounting was referred to by the GM as "The normal system for a 
general insurance company." The areas of priority for the accounting 
information system (AIS) were identified as :
1. Standard costing system (focus on costs),
2. Cash flow (highly important),
3. Cost control (emphasis on costs),
4. Risk identification (risk averse).
Attempts to define costing structures appropriate for the insurance industry 
had emerged as important in recent performance reviews by top management.
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The GM suggested that profit measurement had been difficult due to the 
nature of services provided and textbooks focused on explaining cost structures 
relevant for manufacturing industries. As he commented "Insurance companies 
provide services rather than tangible products and this has caused costing 
issues to be over-simplified or at worst over-looked." The issues of direct 
costs and variable costs had been a point of debate at head office level as well 
as state and branch level. Incentives had been based upon sales volume targets 
with some level of profitability, based on measurements which proved to be 
faulty. The GM indicated that the allocation process of what could be called 
"administrative overheads" had been far from satisfactory and closer scrutiny 
had been implemented.
When asked to explain the approach to standard cost for the company the GM 
stated that basically the major elements of costs were attributable to policy 
administration and claims handling. The GM gave the following explanation: 
"Many activities or tasks in insurance are routine and repetitive which makes 
it possible to develop a standard cost for each class of business by: identifying 
the tasks; relating tasks to measurable transactions; and estimating the number 
of times that each transaction will occur. The secret is to get it right!"
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On the issue of cost control and accounting for costs the GM was hesitant to 
divulge any specific details as he felt that the work of the accounting 
department on this project could be beneficial to competitors. Asked to give 
some detail of the accounting requirements for the insurance operations, the 
GM provided the following overview:
Diagram 4.4
OVERVIEW OF ACCOUNTING SYSTEM
The GM suggested that the policy records were central to the overall 
operations of the general insurance accounting system. To quote the GM 
"Basically if you don’t have policies! You don’t have a business!" The 
diagram supports this statement and is consistent with the accounting approach 
adopted to support cost analysis. Although the details are somewhat limited, it 
is apparent that costs are treated as separate in the identification process.
Additionally, the company places an emphasis on the source of the business, 
this monitoring is consistent with the large network structure of its operations.
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As it provides top management with details of changes in their market, 
Australia wide as well as state by state.
When questioned about the budgeting process, the GM confirmed that a 
standard cost had been used for classes of business and that the practice of 
allocating administrative overheads had also been adopted. The allocation is 
based upon the proportion of premium written per class of business. The 
budgets were identified as: premium written; claims; cash-flow; management 
expense; and agency/commission. These focus attention on the operation of 
this firm. In line with the strategy the firm is concerned with the 
agency/commission upon which its network depends. The cash-flow budget is 
important and was given additional significance by management in an effort to 
improve the imbalance caused by claims settlements. The GM indicated that 
cash flow was a major concern to all insurance companies and had additional 
importance in times of inflation which tended to make claims settlements 
difficult to estimate.
It was revealed that variance analysis was part of the computer reporting 
system and that the budgeting process allowed for changes to be made, as 
errors or omissions became evident. The GM referred to this as a flexible 
approach to the budget, which allowed for difficulty in establishing an
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accurate standard over the wide range of insurance products.
Table 4.6 presents the response of top management on the priority associated 
with certain control techniques. The GM ranked ’formal corporate strategy 
and objectives to guide decision making by line managers’ as the number one 
priority followed by ’market research’ second and ’management control and 
information systems’ third.
Table 4.6
PRIORITY OF CONTROL TECHNIQUES
Control Techniques R a n k
Formalisation of decision making authority. 9
Management control and information systems. 3
Executive or management training and development. 5
Research and development of new products/services or processes. 7
Forecasting sales, customer preferences, technology etc. 4
Market research. 2
Formal, system to search and evaluate new opportunities for acquisitions, markets 
or investments.
6
Market diversification. 8
Incentive systems for increasing productivity of staff. 10
Formal corporate strategy and objectives to guide decision making by managers. 1
The high priority given to formal control is consistent with the ’defender’ 
strategy. However, the high ranking of market research at first does not 
appear consistent with this strategy type. On further inquiry, it was established 
that market research was focused on the maintenance of the existing market.
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There was no evidence of commitment to developing or establishing new 
markets from the organisation structure or plans. The low ranking of 
formalised decision making also does not appear consistent with the defender 
strategy. However, on closer scrutiny, the GM revealed that the low ranking 
was a reflection of the existence of well established lines of decision making. 
He felt that it no longer warranted a high level of concern.
Environment :
When asked for an opinion on the external environment, the GM emphasised 
that company "A" had been concerned with the regulation of the industry and 
the economic climate in Australia. The GM commented that the major concern 
had been "hard" and "soft" cycles that the insurance industry had been 
experiencing. This terminology is used in the insurance industry to describe 
the following periods;
*hard" - the insurance companies (underwriters) pay greater attention to the 
categories of insurance that are unprofitable and increase premiums 
dramatically or tend not to accept any business in such risky categories;
"soft" - the insurance companies reduce premium rates to gain market share 
and/or cash flow little or no attention is given to the risk of potential claims.
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The general manager stated that these periods of fluctuation were due to 
natural disasters, economic conditions, and changes in the number of players 
(other insurance companies) in the market place. He suggested that these 
cycles are clearly identifiable and had constructed a clock using key elements 
identifiable with each stage. This clock he referred to as "The Insurance 
Clock". A copy of this clock is displayed in each branch office to alert 
management to the cyclical process. A replication of the insurance clock is 
presented in Diagram 4.5 below.
Diagram 4.5
THE INSURANCE CLOCK
11
All Companies Flourish 
Equity Prices begin to Peak
THE INSURANCE CLOCK
12
Euphoria
Companies Happy 
Producers Happy 
Prices Stop Fleeing
12
11 1
l
Reinsurance Rampant 
Pricing Starts to Drop
10
Prices continue to Flee 
Capacity Becomes Expensive 10
2
2  New Marketing Programmes
Prices Drop to Maintain Share
9 9Prices Up Sharply 
Results still Poor
Prices Drop Dramatically 
ProGts Level Off
8 8
Crunch!!
Capacity Crisis as 
Prices Flee
Reinsurance Shrinks 7
7
Companies want Stability 
Producers want Stability
5
6
6
Pricing cannot go Lower 
Back to Basics 
Producers Alarmed
4 4
ProGts Slide 
Unrealistic Pricing 
Forms Wide Open
5
Horrible Results
Underwriting Losses Exceed Investment Income
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The GM identified competition as the highest priority for consideration of 
external influences over the last 5 years.
Table 4.7
EXTERNAL INFLUENCES
Major External Influences R a n k
Compet it i on 1
Technological change 2
Government intervention (policies and 
regulation)
4
Customer needs 3
Management indicated that the external environment is perceived as being 
"very heterogeneous and very dynamic." The industry is further considered to 
be in "a sophisticated technological environment and a fiercely competitive 
market."
Legislation has increased necessitating some additional costs. Legislation has 
also lead to the stabilisation or standardisation of procedures. The GM noted 
that there was now an accounting standard for general insurance companies. 
With regards to the accounting standard the GM commented that the notion of 
introducing an "exit price" to value assets was moving away from historical 
cost. In the discussion that followed he suggested that this notion seemed to be 
the first step in accepting at least some aspects of the "Chambers model".
This comment was made in reference to the works of Emeritus Professor R.J.
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Chambers as the GM had studied accounting.
The industry concerns for the environment were said to take into account a 
wide view of the market. The GM attempted to summarise his response to the 
questionnaire in the following terms:
Consumerism  - in the 1970’s and 1980’s the trend was toward greater 
disclosure by service industries to their consumers.
Com petitiveness - too great a reliance was placed on short-term quarterly 
reports, in the 1980’s, by many underwriters and this created increased 
competition for a limited market.
M arket volatility - the dependency on investment income to prop-up poor 
underwriting returns has resulted in market volatility. Investments can prove 
to be risky as witnessed by the stock market crash and the flow-on from such 
downturns affecting the insurance market. Even government funds are subject 
to weaknesses as evidenced by state banks collapsing. A major concern is the 
possibility of takeovers this can cause increased competition and has resulted 
in some underwriters reacting negatively to otherwise buoyant underwriting 
trends.
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Technology has had a dramatic effect on the processing of information, which 
is a major commodity in the insurance business. The GM suggested that 
technology had advanced at a far greater pace than most insurance managers 
could have predicted 2 years prior much less 5 years. This comment was 
aimed at pointing out some of the problems that had confronted management 
in preparing long-term future plans.
Branches and state offices are all linked to the head office computer. This 
networking system has improved the efficiency of operations by allowing 
access to information almost instantaneously. As a result management at all 
levels have been able to implement policy, monitor performance and make 
better informed decisions.
A major benefit has been the increased ease of access to the information. The 
management information system (MIS) provides up to the minute information 
allowing for better informed and more appropriate decisions to be made. 
Asked how this affects the decision making, the GM replied 
"It allows one to be more confident about the decision being made. The 
decision making process has been refined since the system allows for specific 
information to be identified and presented in a form that is comprehensible."
Chapter 4 ... Case Reports
Page 162
The structure of the organisation underwent a change in 1986 to reflect the 
main focus of the market niche. No longer divided into the insurance lines of 
fire, marine or general accident the departments were assigned to the areas of 
interest: rural, commercial and domestic insurance classes.
This new emphasis is represented in the organisational chart presented below. 
Adoption of this approach is consistent with the strategy type of this 
organisation. It places an emphasis on the market niche that the company is 
concerned with protecting. It gives management a direct link with the areas of 
the market that need to be monitored and controlled.
Diagram 4.6
ORGANISATIONAL CHART HI
Diagram 4.7
ORGANISATIONAL CHART til
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The difference in the organisational structure strengthens the particular 
strategy and more importantly confirms for the staff, the market areas 
considered significant by the company. Responsibility for administration of the 
organisation has been separated from the supervision of underwriting 
procedures and this is clearly identified by the delegation of authority at head 
office level.
The GM suggested that this had the advantage of allowing head office to 
swiftly deal with problems in underwriting. The administration issues could 
also be dealt with separately, without requiring any change to the marketing of 
products. Again this perception by the GM supports the strategy type 
reflecting an organisation maintaining a stable market niche and an alertness to 
any new developments in the market.
The GM referred to the new structure as a form of "matrix" which allowed 
for both horizontal and vertical flow of authority and responsibility. The 
company still retained the functional line but all levels of management were 
encouraged to participate in activities with other functional areas. This was 
intended to provide additional knowledge and resources to the decision making 
process and development of innovations. As the GM suggested "Some times 
one can not see the timber for the trees - so the solution to a problem may
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some times be overlooked by the person directly involved and an external 
view, which may seem novel, could provide the solution."
Summary :
Company "A" follows its strategy by protecting the market niche that it has 
established. The structure of the organisation is aimed at focusing on the niche 
requirements. Management control systems are designed to give feedback on 
performance concerned with maintaining the market niche.
From the completed survey questionnaire it is possible to make an assessment 
of the strategy of the firm using the "strategic position and action evaluation" 
approach (SPACE). This approach is an extension of the two-dimensional 
portfolio methods, and draws on other methods, such as McKinsey’s industry 
attractiveness/company strength matrix and General Electric’s spotlight 
strategy (Rowe et al, 1985). The chart for company "A" (Diagram 4.8) 
indicates a conservative and defensive posture. This posture mix indicates that 
the firm will seek to reduce costs; protect competitive products; focus on 
improving cash flow; and discontinue marginally profitable products.
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This analysis is, for the most part, consistent with the defender strategy type
that the management identified. The suggested discontinuation of marginally
profitable products is not essentially consistent with the activities of the firm.
Marginal products may be retained if the product is an essential part of the
firm’s market niche. This chart depicts management’s commitment to the
firm’s strategic plan. The data was derived from questionnaire #3 presented in
Appendix G. It adds substance to the conclusion that the strategy type is
indicative of company "A".
Diagram 4.8
’SPACE’ CHART FOR COMPANY "A"
As a defender, in a specific area of the insurance market, its share of the total 
market is low, however it has produced a positive return on shareholders’
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funds. This performance indicates a degree of success in the application of the 
defender strategy. The low percentage for return on total assets is consistent 
with a company that is risk averse and conservative in its operations.
Company "A" does attempt to maintain its market niche strategy through its 
organisational structure and control systems. There are some drawbacks to the 
matrix structure, which has been tentatively installed, in that it requires 
collaboration on the part of management from different functional areas. This 
may not always be possible because of personality differences, or, two areas 
may be involved with problems of their own at the same time. It also 
presupposes that the other party can offer some insight or useful input into the 
decision making process and this may not always be the case.
While the GM is committed to the strategy, the performance of the company 
has not been compatible with the stated goals. The total underwriting expense 
ratio has remained above 100% and the profit margin on sales, whilst 
increasing, is only 1.16%. One major achievement was the improved return 
on shareholders’ funds (ROSF/ROI) which increased dramatically to 20.48%. 
The company has also maintained, and indeed increased, its market share in 
line with its goal of maintaining and protecting its market niche.
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Insurance Company "B" Ltd. (Prospector)
Background :
An entrepreneur’s acquisition of the Australian International Insurance 
company in August 1968 was the starting point for this organisation in its 
present form. The company’s development continued with the acquisition of a 
further insurance company in December 1971 and the new group entity 
emerged in October 1973.
Company "B" is publicly listed on the Sydney Stock Exchange as well as in 
New York, Toronto, London, Singapore, Hong Kong, Geneva, New Zealand 
and Zurich.
The principal activity of company "B" is not limited to insurance. Expertise in 
other activities has been nurtured and diversification into areas such as 
property investment, financial services and mining has taken place. These 
diversified interests were seen as potential supports for the development of a 
strong organisation that could withstand adverse times in the insurance market. 
What has transpired has been the reverse, with the insurance business 
providing the stability when the other interests resulted in losses. The present
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board of directors have accepted that the insurance industry is the main 
concern and attention is now focused on promoting this area. Specialist 
insurance personnel have been acquired and a program of developing staff 
skills in the insurance field has received top priority. This greater attention has 
come about due to the problems caused by failures of the investments in 
diversification and changes in the controllership at the highest level.
Company "B" has, from its inception been noted for its aggressive approach to 
the marketing and development of insurance products. Examples of the early 
developments was the introduction in 1971 of a household insurance policy 
with all additional coverage included for a lower premium than the other 
major insurance companies. The introduction of innovative products to open 
new areas of the insurance market were not always successful, as an example, 
the full value motor vehicle policy proved to be unprofitable. However, the 
company continued to seek new approaches to marketing and insurance 
coverage. In the early 1970’s the investments, in diversification, proved 
profitable and the profit was used to support the innovative activity in the 
insurance business. Management in the insurance area were encouraged, by 
the board of directors, to introduce new products and to seek new marketing 
activities. The insurance industry was viewed as an arm of the investment 
sector providing funds for corporate expansion.
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Strategic changes have been the prime responsibility of the managing director. 
After 1991 there was a change in managing director and the control exerted by 
the one person, the founder, was relinquished. The organisational structure 
was subsequently amended to adjust for this new management approach. 
While the managing director still has the final say in the direction of the 
company, the decision process has been delegated far more than it was in the 
past.
Strategy Type :
The Assistant General Manager (AGM) identified company "B" as fitting the 
description of strategy type "B". This is the "Prospector" type which values 
being first-in with new products and market areas. This type of organisation 
responds rapidly to opportunities and is highly competitive. The State Manager 
for NSW was also interviewed and was included in discussions on the issues 
concerning the strategic plan.
Company "B" operates within a broad product market adopting an aggressive 
approach to seeking and developing both new products and markets. The 
mission statement gives some insight into the strategic plan of the organisation
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in particular the reference to "target customer" and "resource utilisation" are 
seen by senior management as key elements. The state manager for NSW 
emphasised that over the past 12 months, of 1992, there had been "a number 
of new products developed which had proved to be both competitive and 
marketable." From interview notes, the assistant general manager (AGM) 
commented that the changes taking place within the organisation had required 
"both administrative and sales force staff to modify attitudes and techniques to 
underwriting and investments, these new underwriting structures appeared to 
be producing satisfactory business in terms of low or at least predictable loss 
ratios." He also went on to say that "the firm had now moved into another 
area of the market, that of the intermediary or insurance brokers, and was 
intent on providing competitive services to increase this area as a major source 
of business." Though he stressed that it was not the only project receiving 
attention as the firm had "an effective ’direct’ sales presence and operation 
which was being strengthened and would continue to be actively supported."
From the discussion it appears that the management are following the strategy 
of a "prospector". The activity is directed toward promoting new products and 
continuing to seek new markets. The commitment demanded of management
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by the firm’s aggressive approach to the insurance market is also consistent 
with the organisation structure. Decision making is encouraged, though head 
office has access to all decision making processes. This allows head office to 
supervise the application of strategic initiatives.
The mission statement is an example of senior managements’ commitment to 
the strategic plan. What this statement infers is an awareness of the 
importance of staff (refer item 4), the importance of customers (refer item 5), 
the prudence of good decision making concerning insurance (refer items 1 and 
2), and the value of optimum use of the resources of the firm (refer item 3).
Table 4.8
MISSION STATEMENT
W H A T  IT S A Y S W H A T  IT M E A N S
The OPTIMISATION of profit by: The OPTIMISATION of profit by:
1. Selective and effective 
underwriting of risks.
1. Writing good business.
2. Prudent and proactive 
claims management.
2. Finalising claims as 
effectively as possible.
3. Optimum levels of resource 
utilisat ion and 
productivity.
3. Having the very best
people, equipment and work 
systems where they can do 
the utmost good in the 
most cost effective way.
4. Presence of a stimulating 
and rewarding environment 
in which staff operate.
4. Making our company a 
satisfying place for 
everyone.
5. Satisfying our Target 
Customer expectations 
through development and 
distribution of their 
total insurance needs.
5. Selling the customer the 
oroducts and service they 
need.
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As a means to maintaining a public image of the firm being aggressively 
competitive there is a major public relations/marketing budget. The head 
office is responsible for major sponsorship activities which include Australian 
and international sporting events that give the firm a very wide exposure. The 
state managers also have authority to seek and sponsor minor events or 
activities with an emphasis on that state’s products or a specific market.
Company "B" exhibits a high level of managerial expertise in evaluating 
potential new products and markets. This is consistent with the basic 
characteristics expected of a "prospector" firm. In that it actively seeks 
opportunities to expand into new markets and products. The firm employs a 
serious approach to the initiation of any and all of its projects. That is not to 
say that management does not over-ride some reports and act on intuition in 
order to break new ground. The AGM clarified this issue by stating that 
"senior management are encouraged to rely on their experience to make 
decisions. The firm had always encouraged an aggressive or competitive 
attitude to new markets and products." This was apparent from the way in 
which the founder had established the firm’s chain of command and the speed 
with which he would make decisions. While there had been some changes in 
the firm’s structure the underlying principle still remained.
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The AGM commented that the top management recognised that some projects 
would not succeed. New products and services may not be suited to the 
market simply because the timing of introduction may be wrong. In some 
cases those who follow the entrepreneur, and not the original risk taker, 
reaped the benefit of having a new market or demand created. Basically there 
was no such thing as a 100% success rate when dealing with innovation.
In view of the comments of both the AGM and the state manager concerning 
the strategy of the firm, it is apparent that the firm does fit the category of the 
"prospector". The strategic plan through the mission statement and the 
organisational procedures supports the firm’s ability to seek and respond 
rapidly to opportunities as they arise.
Performance Measures :
The concern for company "B" is the profitability or underwriting ratio for 
each category of business. This became an issue in 1991 and attempts to 
procure an image of stability as an insurance company, capable of competing 
on more than just price, is the reason given by the AGM. The state manager 
confirmed that the fear of a price war was another motivating factor behind
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the change, though in his words the failure of investments to provide a strong 
financial support was Man unspoken reality that influenced the major rethink."
One measure of performance within each category of insurance is the 
comparison of new business as distinct from the renewals of existing business. 
This gives an insight into the success or failure of the product to retain its 
existing customers as well as gain new ones. There may be various reasons 
for changes and when a large fluctuation occurs in any one category, 
management seek to identify the causes. This method of measuring 
performance does give support to the strategic type, as it focuses on the 
success or failure of products and identifies any market sensitivity. Evaluation 
of changes could provide evidence of the potential for a new product or the 
existence of a new market developing.
The return on investments made by the firm has been unpredictable and 
erratic. Poor performance on the share market and overseas investments have 
placed a greater emphasis on the need to make a profit on the insurance 
business. The AGM explained that the insurance business had been used as the 
cash flow generator for the organisation. The aspirations of the founder was to 
use the cash flow to make profits from speculative investments and thus 
provide a higher return on investment to shareholders of Company "B". For
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some time this strategy worked but the sharemarket crash and the downturn in 
investor confidence caused problems for the firm. Such problems have been 
reflected in the need to establish the firm as a strong insurance underwriter.
According to the AGM return on investment had been the number one 
consideration up until 1990. After which time stability in particular financial 
liquidity was given priority. This is reflected in the responses presented in 
Table 4.9. From the analysis of performance presented in Table 4.12 the 
company has achieved these goals. The profit margin on sales has increased as 
has the current ratio while the total underwriting expense has been reduced 
below the 100% ratio.
Table 4.9
PERFORMANCE PRIORITIES
Priorities R a n k
Earninq [a high] or [above average] profit ? 2
Achieving [a hiqh] or [above average] rate of growth in sales or revenues ? 3
Retaining or securing [a high] or [above average] liquidity and financial 
strength ?
1
Maintaining or securing [a high] or [above average] employee morale, job 
satisfaction, and commitment to firm's objectives ?
5
Achieving or maintaining an excellent public image ? 4
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The AGM made the point that long-term stability was viewed as a major 
priority and that aggressive and competitive activity was now concerned with 
product content and market diversification rather than price. The state 
manager agreed that the firm had emerged from a period of cash flow 
underwriting and had adopted a risk-based approach to underwriting standards. 
The performance of the state was measured by head office on the profitability 
of products by category. At state level, each category was dissected into direct 
and indirect for further comparison and analysis of performance. Service was 
measured on the basis of turnaround time for claims, new business and 
renewals. Any delays beyond the time allowed for any one of the classes were 
investigated. Appropriate action would then be taken to correct the situation 
for future processing. Reports of processing activities are accumulated on a 
daily basis and the computer system produces a report of any exceptions to the 
norm. This concern for service and processing flow is consistent with the 
strategy of being competitive and ready to respond quickly to opportunities.
State managers are encouraged to include an analysis of "threats and 
opportunities; strengths and weaknesses" (SWOT) for classes of business being 
promoted or proposed for introduction as new or amended lines of business. 
An example of this "SWOT" approach was the analysis of the Compulsory
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Third Party (CTP) insurance scheme for motor vehicle registrations in NSW a 
modified version appears in table 4.10.
The CTP venture is an example of the prospector strategy in operation. The 
company was faced with a decision, whether to compete in the new market or 
not. The state management made an indepth analysis in their submission to 
head office. The AGM indicated that the final decision was reached because 
the market was seen as compatible with the existing client base.
Table 4.10
CTP ’SWOT’ EVALUATION
STRENGTHS:
Product range,
Australian Owned,
High profile Coy.,
Large customer base,
Dedicated and determined staff, 
Experienced staff (stability).
WEAKNESSES:
Communication,
High profile - listed coy..
No one-line system - brokers, 
M.I.S. - systems,
Inwards looking,
High expense ratio,
Dependence on motor products, 
Staff morale,
Formalised training, 
Consistency (lack of),
Low service standards.
OPPORTUNITIES: THREATS:
New products, CTP deregulation - increase in competitors,
Safe driver initiation, 
Restructured/focused M&S division,
Staff loyalty,
Lack of consistency,
Customer service orientation, Franchising development,
Privatisation of GIO, Economic forces leading to insurance fraud,
Economic upswing. Broker dissatisfaction,
Perceived weakness of overseas insurers, M.I.S. systems series III testing,
New image - advertising,
Expanded quality of intermediary network.
Current image,
Number of new products scheduled for 
release,
CTP pricing (ridiculous).
M.I.S. is the management information system; 
CTP is the compulsory third party insurance.
Chapter 4 ... Case Reports
Page 178
The AGM indicated that the profitability of the CTP class of business had not 
been satisfactory in the early stages and certain companies had exerted their 
competitive advantage to gain greater market share. Having experienced poor 
results and strong competition, top management did not support a continuance 
of actively competing for this class of business. This is consistent with the 
prospector strategy, which suggests that having been first to enter a new 
market, the prospector is likely to be content with having made an early 
success rather than seek to maintain market share. If the new market proves 
unprofitable the prospector is likely to withdraw preferring to cut its loses and 
seek new markets and avenues for development.
Table 4.11
CTP MARKET SHARE
1/7/91 31/3/92
7.00 X 3.93 %
Consistent with this approach the market share of company "B" decreased in 
the first year of operations, as presented in Table 4.11. The AGM was not 
concerned with the drop in market share nor was the state manager, and their 
response was that government control, rather than market forces, had been 
responsible for their decision not to aggressively compete in the market. The 
class of business was seen as having possible future ramifications linked to the 
uncertainty of government legislation on legal liability for court actions in
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Federal and State courts.
It seems that while the company is prepared to take risks, it does not consider 
all risks acceptable. The AGM proffered the insight that, given the level of 
uncertainty and the inconsistency in predicted profitability, the best option was 
considered to be not to actively seek new business and look for a new venture.
In line with the stated objectives, the performance indicators show that the 
company has made improvements over the 4 year period. There were minor 
improvements in the market share and the current ratio. A slight increase in 
market share is consistent with the approach of the prospector in that the 
company seeks to open new areas in markets but tends to loose market share 
to those competitors that follow. The top management have indicated that the 
company moves on to new products and services seeking to make profits in 
the short-term and then levelling off as the competition increases. The 
improvement in the current ratio is consistent with the object stated by the 
AGM to improve liquidity. The commitment to improving underwriting 
profitability was achieved with the total underwriting expense ratio under the 
100% mark. This was the best result of the three companies examined in this 
study.
Chapter 4 ... Case Reports
Page 180
Performance measures over the last financial year to 30/6/92 are presented in 
Table 4.12.
Table 4.12
PERFORMANCE INDICATORS
30/6/88 30/6/92
COM (Combined Ratio)
Incurred Losses + Claims Expenses + 
Underwriting Expenses
Net Premium Written (NPW)
1.033 : 1 0.972 : 1
EXRATIO (Production Expense) 
Underwriting Expenses
NPW
19.44 % 22.5%
TUWEXP (Total Underwriting Expense) 
Underwriting Expenses + Reinsurance Expenses + 
Net Claims Expenses
Total Premium Revenue
103.33 % 97.41%
MS (Market Share)
Firm's Net Premium Written
Industry Net Premium Written
10.94 % 11.03%
CR (Current Ratio) 
Current Assets
Current Liabilities
0.81 : 1 1.03 : 1
PMS (Profit Margin on Sales) 
Operating Profit After Tax
Premium Revenue
11.65 % 12.63%
ROSF [ROI] (Return On Shareholders Funds) 
Operating Profit After Tax
Total Shareholders' Equity
16.40 % 29.05%
ROTA (Return On Total Assets) 
Operating Profit Before Tax
Total Assets
4.25 % 7.21%
The documents pertaining to the financial operations of the company are available from the author on request.
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The large increase in return on shareholders’ funds (ROSF/ROI) seems to 
have been achieved with only a slight improvement in the profit margin on 
sales. This indicates that investment income still played a major role in the 
continued ability to meet shareholders’ expectations of high dividends.
Management Accounting Controls :
The planning and budgeting process has been very much a bottom up 
approach, with sales figures feeding into overall state targets. The targets are 
indicative of the source of growth for the various lines of insurance business. 
Each line of business has a plan for development with a narrative explanation 
of direction and quantum. State managers have the power to intervene in terms 
of focus and to initiate steps necessary to take advantage of circumstances that 
may arise outside the set plan. This concession allowed to the state managers 
is consistent with the overall strategy of the firm to remain competitive and 
free to act quickly, in order to optimise any opportunities as and when they 
arise.
State offices treat branches and departments as revenue centres for the purpose 
of control at state level. Control is achieved through assigning the costs
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attributable or controllable by that centre in the generating of income. Head 
office views each state office as a profit centre. Control focuses on the 
difference between revenues and all assignable costs. The investments and 
divisions are evaluated on the income derived from the investment base.
Management accounting techniques used are capital budgeting, operating 
budgets and responsibility accounting. The budgets were identified as: 
premium; cash-flow; claims; administration; and investments. The state 
manager indicated that middle management tended to be more concerned with 
the responsibility reporting of their centre. The nature of the controllable costs 
was a matter for close scrutiny by the middle managers, in order to attain the 
desired mix between costs and income. Middle managers were also careful to 
have their contribution to new products or markets identified, and any initial 
start up costs amortised, rather than treated as a sunk cost. This is consistent 
with the emphasis placed on product development and the desire for a 
competitive advantage nurtured by the firm.
Company "B" uses a main frame computer situated at head office, considered 
to be the nerve centre for operations. Each state office has a mini computer 
which is linked directly to the main frame. This allows for smooth daily 
processing to take place at the state and branch levels, with the information
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being down loaded to head office at various times of the day and night. 
Attention is focused on market areas and products or categories of insurance. 
Software has built in report generating facilities, which allows for any 
information to be displayed in any format. This software supports the need for 
quick response times to evaluate potential new markets and products. Top 
management at head office can access the state data banks at any time and 
produce a composite of specific areas of interest from one or more state or 
branch offices. In this way they are able to monitor the progress of markets 
and products and as stated by the AGM "it allows a finger to be kept on the 
pulse of the business ... the flow is easily identifiable."
The software has been subject to development and a new version of the 
management information system was introduced in 1992. This new version 
referred to as MIS III has streamlined the input requirements and integrates 
with other commonly used software such as spreadsheets and wordprocessors. 
According to the state manager it gives greater flexibility to users as reports 
can be prepared on more user orientated software. He summarised the benefits 
as being "basically it means that personal computers and even laptops can be 
used to access the information and then the everyday software can be used to 
create the reports." The software has been designed and developed by the 
computer staff with a large input and support from external consultants. Some
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input into the requirements came from state offices, though head office staff 
had a greater role in the final say of the design.
An evaluation of the areas that management, both the AGM and the state 
manager, considered important is given in Table 4.13. They ranked "market 
research" as the first priority and "research and development" as the second 
priority which is consistent with the strategy type.
Table 4.13
PRIORITY OF CONTROL TECHNIQUES
Control Techniques R a n k
Formalisation of decision making authority. 6
Management control and information systems. 3
Executive or management training and development. 8
Research and development of new products/services or processes. 2
Forecasting sales, customer preferences, technology etc. 4
Market research. 1
Formal, system to search and evaluate new opportunities for acquisitions, 
markets or investments.
9
Market diversification. 10
Incentive svstems for increasing productivity of staff. 5
Formal corporate strategy and objectives to guide decision making by managers. 7
The financial accounting system is structured to provide the necessary 
information required by the Insurance Act and normal general insurance
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transactions. A major concern is for a positive cash flow from operations. The 
areas of concern for the accounting information system were classified in 
order of priority by the AGM as:
1. Cash flow (budget to actual)
Premiums (Inflows) less Claims (Outflows) equals Investment 
Capacity,
2. Frequent reporting of excessive changes positive or negative,
3. Monitoring of profit margins,
Less emphasis was placed on cost control by the management. They were 
more concerned with investment funds than with profit margins. This was 
reflected in the format of reports and the frequency with which reports were 
produced. Due to the number of different sources of business, special 
information data bases were developed in the early stage of computerisation. 
There is still a tendency to focus on the different sources such as brokers, 
agents, and then the alternative direct sales approaches.
The AGM was at first reluctant to give specific details as to the treatment of 
fixed and variable costs in allocation over the various classes of business. 
However, he did confirm that the allocation was based on the proportion of
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premiums written, for existing classes of business and in cases where new 
products were introduced an arbitrary allocation was made. The method 
employed considers the proportion of premium income for each class of 
business and the proportion of claims, which results in an allocation formula. 
The nature of general insurance business required top management to 
administer the negotiation of reinsurance treaties, and this alone was 
considered a major role linked to the class of business. Thus, the method of 
deriving the allocation was considered relevant and justified by the AGM.
There was a reluctance to give any commitment or specific detail concerning 
the accounting treatment of the large overhead costs of head office 
administration. It was not clear whether the costs were allocated to each state 
for inclusion in profitability analysis. The state office administration costs 
were allocated to the classes of business to establish profitability, of each 
state, though the method for allocation was not specified. The budgeting 
process was said to be "flexible" and top management allowed for state 
managers to respond to variances in budgeted figures, thus providing for any 
errors or omissions. Basically the cost accounting system was treated as a 
secondary issue and provided the business was profitable, or provided cash 
flow in accordance with the budget, the project was considered satisfactory.
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The AGM provided a diagrammatic overview of the insurance accounting
system to confirm the complication of accounting for the general insurance
operations:
Diagram 4.9
OVERVIEW OF ACCOUNTING SYSTEM
The initial transaction or event is the underwriting of an insurance policy, this 
requires some level of reinsurance to be arranged, these transaction are 
recorded in special subsidiary ledgers. The subsidiary ledgers are used for 
insurance transactions only, as per Diagram 4.9 there are accounts receivable 
and accounts payable ledgers. In the event of a claim, monies become payable 
to either the client or a repairer. However, a percentage of the claim paid may 
be recoverable from the reinsurer. In such cases, the accounts payable and the 
accounts receivable ledgers are used to record these transactions.
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The insurance system is linked to the financial system through the subsidiary 
ledgers. The AGM commented that the financial information system is also 
designed to produce financial reports in accordance with the Australian Stock 
Exchange listing requirements. This need to follow such requirements was 
related to the diverse nature of investments and operations of the parent 
company.
Environment :
Company "B" is concerned with the insurance market world wide because of 
its involvement in reinsurance. The underwriting of reinsurance opens the firm 
to risks that extend beyond the normal limit of the Australian market. The 
AGM pointed out that the cyclical patterns of insurance business in Australia 
did not always match those of Europe or America. Insurance markets required 
close observation to identify when trends were developing or at the very least 
changing. Some benefits of this type of trading were referred to by the AGM 
as "providing a form of hedging in that one market balanced out the adversity 
faced in another." There have been times when overseas reinsurance has 
proven costly. The AGM pointed to the affects of natural disasters such as 
Hurricane Hugo in the USA in 1989 and the European storms of 1990 and
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that twenty natural disasters had been "reported" during 1992. The term 
"reported" in this sense means notified to the reinsurance claims office of the 
firm, as a pending recovery action. As a consequence of significant losses in 
Australia, and world-wide, the underwriting of reinsurance has been 
dramatically cut back. As the AGM noted "as one door closes another is 
opened with greater emphasis now being placed on healthcare insurance and 
compulsory third party insurance." This reflects the prospector type of 
strategy that company "B" follows with new markets or products being 
developed to replace or to co-exist with current products.
The access to new markets has been the result of changes in government 
policy. Both the AGM and the state manager agreed that the while state and 
federal government policy had made it possible to enter and nurture new 
markets the threat of government intervention in the legislation affecting 
insurance business was not beneficial. The increase in consumer legislation 
was given as one example while the impact of the accounting requirements for 
general insurance companies was raised as another.
The AGM identified the need to recover from losses caused by diversification 
as being the highest priority for the direction of the last 2 years. Government 
policies and regulation being the next most compelling influence over the last
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5 years and providing concern for future plans. The response to the 
identification of external influences is presented in Table 4.14.
Table 4.14
EXTERNAL INFLUENCES
Major External Influences R a n k
Compet i t i on 3
Technological change 4
Government intervention (policies and 
regulation)
2
Customer needs 5
Recovery from diversification losses 1
Company "B" has been quick to adopt and use technology to its advantage. 
The firm was first to introduce a telephone insurance hot-line. Existing clients 
and prospective new clients could phone and receive advise and quotes on all 
matters of general insurance. This was taken one step further in 1991 with the 
introduction of direct marketing by telephone. Staff, specifically trained for 
this section, phone existing clients to inquire as to their satisfaction with the 
firm and the possibility of providing new or additional insurance. Other 
avenues for gaining prospective clients have also been adopted including 
innovative techniques using the inquiries generated through sponsorship 
competitions being integrated with new product launches.
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The acceptance of computer technology and the potential for maintaining 
strong control over all aspects of the firm’s operations was recognised as early 
as 1975. Rather than invest in developing the software, a decision was taken 
to use external consultants and lease, rather than buy software and equipment, 
as required. According to the AGM, this has proven to be the right decision in 
light of the dramatic changes in computer technology, both in software and 
hardware. He went on to comment that "The firm has been able to keep up 
with the latest developments through the contracts for computer services and 
has not had the major expense of maintaining a separate computer department. 
Links between head office and state branches have proven a valuable tool for 
implementing decisions swiftly."
Organisational charts provide an insight into the structure of the company. 
Chart number 1 (Diagram 4.10) presents the organisational structure which 
existed during the period in which the founder of the company was in control. 
This format allowed for quick decisions and streamlined the process by which 
information and commands flowed through the organisation. Such a structure 
was conducive to the strategic profile of a prospector, as it allowed for 
competitive decisions and actions to be implemented swiftly, and with the 
minimum amount of interference by different levels of management. Decisions 
of the Chairman of the Board and Managing Director were handed directly to
Chapter 4 ... Case Reports
Page 192
Assistant General Managers to implement. In the same manner, information 
was passed directly to the Managing Director with little time lost in analysing 
the data at lower levels. The AGM made the observation that "This gave the 
organisation a competitive advantage in that major changes to marketing or 
products could be made with the approval of the highest authority within the 
firm." The strategic plan of the organisation allowed for flexibility in 
maintaining a competitive and aggressive approach to business.
Diagram 4.10
ORGANISATIONAL CHART #1
Organisational chart number 2 (Diagram 4.11) presents the current structure, 
put into place since the founding Chairman steeped down. The modifications 
are indicative of the changes necessary to make up for the loss of the single
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decision maker. A greater delegation of autonomy and responsibilities has 
meant that the organisational structure required transformation. While 
delegation has changed the level at which decision making takes place, the 
overall strategy remains the same and the new structure supports the 
competitive nature of the organisation. New staff were acquired to meet the 
void at certain levels of authority (areas of responsibility), while a number of 
staff were promoted to fill the new management positions. The incentive for 
promotion was linked to meeting the overall strategy of the firm. Asked how 
this affects performance and decision making, the state manager replied 
"This support for the aggressive and competitive plan through incentive 
schemes is a strong influence on the staff. They associate performance with 
productivity and market development within this firm."
This emphasis reinforces the "prospector" strategy and is consistent with 
appropriate organisational design. Management are concerned with identifying 
and creating new markets and products. The reward system favours those staff 
members who are involved in developing or identifying new avenues for the 
firm to investigate.
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Diagram 4.11
ORGANISATIONAL CHART #2
Summary :
Company "B" has been very successful in its "prospector” approach, in terms 
of bringing it to the attention of overseas firms. The Financial Review of the 
27/4/93 reported that 6.8 percent of the issued stock had been purchased by 
one European investor. The inference was that the then slump in the share 
price had made the company an ideal target for overseas investors.
A review of performance of all areas within the company has resulted in a
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number of changes. What can only be labelled as a "shake-up" occurred in 
March 1993. Managers from head office and state offices were reshuffled to 
new positions, and in some cases, employment has been terminated.
From the survey questionnaire results, it is possible to make an assessment of 
the strategy of the firm using the "strategic position and action evaluation" 
approach (SPACE). This approach is an extension of the two-dimensional 
portfolio methods, and draws on other methods, such as McKinsey’s industry 
attractiveness/company strength matrix and General Electric’s spotlight 
strategy (Rowe et al, 1985). The chart for company "B" (Diagram 4.12) 
indicates an aggressive and competitive posture. This posture mix indicates 
that the firm will seek to take full advantage of opportunities, increase market 
share, extend or improve product lines, invest in productivity, and reduce 
costs.
This analysis is consistent with the prospector strategy type identified by the 
management. This chart depicts management’s commitment to the firm s 
strategic plan. The data was derived from questionnaire #3 presented in 
Appendix G. It adds substance to the conclusion that the strategy type is 
indicative of company "B".
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Diagram 4.12
»SPACE» CHART FOR COMPANY "B"
Company "B" has a high positive return on shareholders’ funds for the year 
ended 30 June 1992. While the AGM claimed that cost control was not the 
major priority, it appears that the company has been successful in reducing 
costs. The performance indicators are evidence that application of the strategy 
has enabled the company to improve its financial results. It seems that the 
cost of maintaining a high level of commitment to the prospector strategy, 
has a negative effect on staff retention. Top management are quick to react to 
restructure branches and departments to introduce new technologies and 
processing procedures. The speed with which top management make
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decisions may be described as swift. Change is an accepted part of the 
organisational culture in company "B" with movement of staff and branch 
offices being commonplace. This tends to be unsettling, yet top management 
use this to their advantage, as a means of keeping staff focused on 
performance.
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Insurance Company "C" Ltd. (Analyser)
Background :
Company "C" commenced operations in Sydney on 2 January 1833. The 
current insurance group is a result of numerous mergers and takeovers that 
have occurred. The most notable mergers being with a large insurance 
company in 1959, then a group of companies in 1965. Their present structure 
is the result of a rationalisation of operations across Australia. This domestic 
exercise became official on 1 January 1972 and the insurance operations have 
been conducted under this banner since that day.
The parent company dates its existence back to 1710, making the firm one of 
the longest established companies in the industry. The continued service and 
products offered by the various branch offices of the firm and through the 
network of intermediaries is seen as supporting this perception. The assistant 
general manager (AGM) commented that management at head office have 
been concerned with maintenance of this image. With over 150 years of 
operating in Australia, the company has built up a strong network of clients 
and agents. This has given it an advantage over companies that have entered 
the market in more recent years. It has added to the image of a strong and
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dependable insurance company by allowing management to point to past 
performances over various times in the history of Australia. There are strong 
ties with the agency network which go back to the early years of development. 
Management share a common history with the agency network which gives 
them a certain level of confidence in maintaining continued business dealings.
To maintain stability, the firm approaches new ventures carefully, preferring 
to survey the market before proceeding. This analytical approach is seen as 
making the most of the opportunities that arise, rather than taking risks. The 
firm conserves its resources in order to produce a more marketable product. 
Company "C" tends to move slowly when considering new products or 
changes to pricing structures. Management take their time to reach a decision 
and will seek as much information from various sources as possible, before 
committing the resources of the company. The Assistant General Manager 
considered this to be part of the image which had become embedded in the 
organisational structure or culture.
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Strategy Type :
The Assistant General Manager (AGM) identified Company "C" as fitting the 
strategy type "C" description. This is the analyser type of organisation which 
attempts to maintain a stable line of products and/or services. Additionally, the 
analyser organisation remains in a state of preparedness, taking advantage of 
new products or markets, preferring to be second-in with a more cost-efficient 
product and/or service.
A mission statement rather than a specific strategic plan reflects the company 
objectives. The AGM summarised the mission of the organisation as being "to 
optimise the use of its resources for profit and to provide the best insurance 
services for customers." Branches and departments are free to develop their 
own strategic plans and tactical objectives within the framework established by 
head office.
The company has a strategy of dealing through financial institutions to sell 
their product. This has lead to the establishment of links with banks and 
building societies. Company "C" depends on this network of intermediaries to 
support the stable line of products offered by the firm. The nature of this 
network has created a need for new products over the last 3 to 5 years. To
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meet the needs of their customers and the intermediaries, this firm has 
followed the lead of other insurance firms and introduced new products of a 
competitive nature. These products have been developed after the competitors 
have established a demand. The firm has used this information to establish the 
market requirements and then produce a more competitive product, either on 
price or service. The firm did this by taking advantage of the ground work 
done by its competitors.
This strategy, according to the AGM, has been both beneficial and restrictive. 
It has been beneficial in that its entry into the market was achieved with less 
financial consideration, than would otherwise have been necessary. Access to 
the domestic and commercial market was achieved with limited, costs and a 
wide network of branches throughout Australia. It has been restrictive in that 
competition has been with other intermediaries (for example insurance 
brokers), not just other underwriters. As the AGM commented "This has kept 
the business dealings with other types of intermediaries to a minimum. The 
potential for expansion in this area has been greatly limited. A new approach 
to this problem is being implemented, however, the details are strictly 
confidential at this point in time." There is now a directive to actively promote 
support from brokers and to establish agents outside the financial institutions. 
The nature of the incentives being offered to outside intermediaries is
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confidential, as is the handling of the existing network.
The strategy is reinforced through the ranks of employees. Staff training 
focuses on the skills to deal with competitive opportunities, as they arise, 
through evaluation of research into market activities. Management are 
encouraged to consider any and all suggestions from staff and customers, 
which could lead to improved services or products. The top management have 
directed management at lower levels to examine suggestions, and not to rush 
into accepting new ideas without undertaking an evaluation process.
The analytical approach requires the company to maintain a distinct chain of 
command, with formal procedures well established for all decision making. 
Analysis implies a need for set methods of examining decisions and the 
process management employs, does slow the decision making down with 
adherence to procedure. The AGM suggested that there was a trade-off 
between reaching a decision quickly and having a well prepared strategy to 
any issue being considered. Analysis of an issue means that the company may 
not be first into a market or to provide a new product or service, but the 
company is better prepared when the decision is made. The AGM considered 
this to be a strong point in favour of the company and a confirmation of the 
strong, stable image which the company favours.
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Performance Measures :
The AGM emphatically stated that "Performance is linked to underwriting 
profitability." Underwriting profit can be defined in two ways: one of which 
excludes the deduction of running costs. Head office, at the time of interview, 
seemed to be concerned with the pure underwriting profit, that is, premiums 
underwritten minus claims expenses. The AGM suggested, the issue of 
profitability required further attention. Analysis of the overall running costs is 
made on a quarterly basis, while the review of premiums to claims for each 
category of business, is conducted on a weekly and monthly basis.
The parent company (UK) is concerned with underwriting profit and has 
focused on this issue more so over the last 2 years. According to the AGM 
"head office has adopted the view that adhering to the basic principles of 
underwriting should provide an adequate return on investment (ROI)."
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Priorities R a n k
Earning [a high] or [above average] profit ? 1
Achieving [a high] or [above average] rate of growth in sales or revenues ? 3
Retaining or securing [a high] or [above average] liquidity and financial 
strength ?
2
Maintaining or securing [a high] or [above average] employee morale, job 
satisfaction, and commitment to firm's objectives ?
4
Achieving or maintaining an excellent public image ? 5
Rate structure for premium calculation is an important item and a special 
department has the responsibility for developing appropriate algorithms or 
computer programs. An understanding of the cost drivers of each category of 
insurance is deemed to be necessary. Staff for this department are selected on 
their insurance experience as well as ability with computer applications.
Company "C" considered the decision to underwrite compulsory third party 
insurance (CTP). Management used the same approach as company "B” to the 
process of evaluating strengths, weaknesses, opportunities and threats 
(SWOT). There are less issues identified by company "C" than company "B" 
which indicates that the perception of the market differed between company 
"B" and "C". In the next chapter various differences between each company 
are addressed.
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Table 4.16
CTP ’SWOT’ EVALUATION
STRENGTHS:
Product range,
Large customer base, 
Existing network of agents, 
Experienced staff.
WEAKNESSES:
Government rate control,
Perception against overseas controlled 
company,
High expense ratio,
OPPORTUNITIES:
New products,
Customer service increase, 
Privatisation of GIO, 
Additional - advertising, 
Improve intermediary network, 
Profit potential.
THREATS:
CTP deregulation - increase in competitors, 
Staff loyalty.
Franchise competition,
Insurance fraud,
CTP rates low,
Decline in overall profitability.
It was decided to enter the market to provide this new product to the existing 
client base. The AGM indicated that the decision was seen as consistent with 
strategic policy in that the market was an untapped part of the existing client 
base. Another consideration was the need to stop competitors from accessing 
the existing agency network. Entry into the CTP market commenced in July 
1991, and over the period July 1991 to March 1992 the market share reduced 
by 29%. The AGM was not prepared to discuss this in any depth, although 
the comment was made that the premium structure, set by the State 
Government, had not proven to be adequate. As negotiation with the State 
Government had been long and drawn-out, tougher underwriting selection 
practices had been implemented. Very little concern had been given to the 
market share falling in this class of business. While the company still provides 
the product to its existing agency network and client base, management are not 
concerned with attracting additional new sources of business.
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Table 4.17
CTP MARKET SHARE
1/7/91 31/3/92
5.00 X 3.55 X
Company "C" has maintained a close scrutiny of changes occurring in the 
industry. The performance of the company is evaluated in relationship to the 
changes taking place in the industry. The major factors contributing to past 
success of the company, and its competitors, has been documented as part of 
the strategic review process. This is an example of the analytical approach by 
company "C" and an example of some of the factors was provided by the 
AGM in the following form:
Table : 4.18
ANALYSIS OF ENVIRONMENTAL FACTORS
Past factors Emerging factors
Cash flow.
Direct marketing.
Focus on existing markets. 
Extensive agency network. 
Compete on basis of price.
Selective underwriting. 
Control of costs.
Focus on new markets. 
Strengthen branch networks. 
Develop broker links.
Compete on basis of service.
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The AGM acknowledged that changes had taken place in the industry over the 
last 5 years, and that the strategic plan required monitoring of such changes. 
In summary, the AGM suggested that emerging factors could be crucial to 
success and "managers need to understand and re-evaluate their companies’ 
ability to compete effectively in their traditional markets as well as new 
potential markets." Significant opportunities can be identified by monitoring 
the events in the industry marketplace.
Company "C", with its analytical approach, has a well established system for 
identifying specific developments, which offer opportunities for growth and 
profit. There is a need for expertise and competency in evaluating the market 
trends, and company "C" focuses on developing staff abilities in this area. 
Staff who are adept at identifying potential trends are encouraged with training 
courses and other incentives, such as promotion or bonuses.
The performance of company "C" over the last four years has not been up to 
expectation. The return on shareholders’ funds (ROSF/ROI) has gone from a 
negative 3.42% to a negative 17.65%, which is certainly not in line with the 
objectives of the firm. The profit margin on sales has also deteriorated, from a 
negative 5.73% in 1988 to a negative 16.44% in 1992, and the objective of 
improving performance has not been achieved.
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While the total underwriting expense ratio has increased by 1%, the 
underwriting expense ratio has been reduced by 2%. This is of some 
consolation, but indicates that commitment and application of stated goals has 
been inconsistent. A marked increase in the market share is a positive sign, 
yet it seems to indicate that the underwriting objectives to gain this increase, 
could not have been in line with the organisational strategy. Performance 
measures over the four year period 30 June 1988 to 30 June 1992 are 
presented in Table 4.19
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Table 4.19
PERFORMANCE INDICATORS
30/6/88 30/6/92
COM (Combined Ratio)
Incurred Losses + Claims Expenses + 
Underwriting Expenses
Net Premium Written (NPW)
1.102 : 1 1.129 : 1
EXRATIO (Production Expense) 
Underwriting Expenses
NPW
36 % 34.1%
TUWEXP (Total Underwriting Expense) 
Underwriting Expenses + Reinsurance Expenses + 
Net Claims Expenses
Total Premium Revenue
110.21 % 111.36%
MS (Market Share)
Firm's Net Premium Written
Industry Net Premium Written
4.04 % 8.61%
CR (Current Ratio) 
Current Assets
Current Liabilities
0.548 : 1 0.45 : 1
PMS (Profit Margin on Sales) 
Operating Profit After Tax
Premium Revenue
- 5.73 % - 16.44%
ROSF [ROI ] (Return On Shareholders Funds) 
Operating Profit After Tax
Total Shareholders' Equity
-  3.42 % - 17.65%
ROTA (Return On Total Assets) 
Operating Profit Before Tax
Total Assets
- 1.97 % - 12.56%
The documents pertaining to the financial operations of the company are available from the author on request.
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Management Accounting Controls :
Profitability of the lines of business underwritten is one means of evaluating 
and monitoring performance of the branches and their departments. Analysis 
of performance also involves identifying the decisions of management, at state 
and branch levels. Managers who are capable of identifying trends, and who 
bring new ideas to the notice of head office, are given incentives. Managers 
who do their job and keep their state or department running smoothly, 
profitably above budget figures, are rewarded. Budgets were classed as: 
premium; claims; cash flow; management expenses and capital expenditure. 
Managers who are not attentive to potential developments and who fail to meet 
budget targets are placed on notice of possible demotion.
Agreements with the intermediary networks are evaluated on the continued 
level of sales and profitability. Products which continue to display sales 
growth are identified and the incentive schemes are applied according to 
profitability, not just turnover.
Head office management are concerned with growth of business within the 
existing client base, as this is taken as indicating the success of the services 
and products. Retention rates are seen as an important means of measuring the
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product acceptance. Network members are assessed on meeting predetermined 
sale figures for new products.
The management accounting system was identified as providing the following 
information in order of priority:
1. Premium income by class of business,
2. Market share details and retained business percentages,
3. Sources of business (agency, direct, broker),
4. Cash flow requirements.
The AGM provided a diagrammatic overview of the insurance accounting 
system from his perspective. A replication of this overview is presented in 
Diagram 4.13. The system is all encompassing for a general insurance firm.
As with all general insurance companies the financial accounting system 
incorporates special subsidiary ledgers for accounts receivable (agents and 
brokers), accounts payable (claims and reinsurance) and investments.
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Diagram 4.13
OVERVIEW OF ACCOUNTING SYSTEM
Policy Calculation 
premium accrued per 
day (365th method)
Profit & Loss Balance Sheet
► Earned Premium Income 
L__________________ _
--- ► Unearned Premium
1__
The firm has a policy of recording and investigating all complaints concerning 
its products and services. A flow on from this form of monitoring is that it 
assists in identifying any new markets or products. The activities of major 
competitors is monitored for threats to the existing market and to identify 
potential new products. Monthly meetings are conducted to discuss changes in 
the market and the activities of competitors. This concern for retaining and 
improving services, coupled with the interest in competitors, is consistent with 
the analyser strategy type.
Computer software has played an important role in the success of this network 
system of intermediaries. Computers have made it possible to link branches,
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states and various intermediaries offices. This has allowed for greater control 
and monitoring of the services and products. Processing methods for renewals, 
new business and claims have been streamlined. By reducing costs, the firm 
has been able to redirect funds to improve and increase services to customers 
and intermediaries.
Table 4.20
PRIORITY OF CONTROL TECHNIQUES
Control Techniques Ran k
Formalisation of decision making authority. 1
Management control and information systems.
Executive or management training and development. 2
Research and development of new products/services or processes.
Forecasting sales, customer preferences, technology etc.
Market research. 5
Formal, system to search and evaluate new opportunities for acquisitions, 
markets or investments.
Market diversification.
Incentive systems for increasing productivity of staff. 4
Formal corporate strategy and objectives to guide decision making by 
managers.
3
The high priority given to "Formalisation of decision making authority" and 
"Executive or management training and development" is consistent with the 
strategy of an "analyser". Formal lines of authority emphasise the commitment 
of the company to strong lines of decision making, suggestive of an analytical 
rather than aggressive approach to the market. A high priority to training of 
management suggests a commitment to developing and maintaining a highly
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expert work force. The management need to be capable of recognising and 
understanding factors which may be crucial to success in a changing 
environment/market.
The AGM was sceptical of the attempts to impose cost structures, which had 
been developed for manufacturing and adapted to the insurance industry. The 
main contention of the AGM was that "unlike manufacturing major costs are 
not known in insurance when a product is priced and administrative costs are a 
major overhead expense in insurance." Asked to distinguishing between 
"Absorption costing" and "Direct costing", the AGM made the point that these 
were related to the accounting treatment of the "inventory" in a manufacturing 
industry and were misleading in terms of service industries, especially the 
general insurance industry. Budgeting was not directed toward the overall 
application of administrative costs to individual insurance policies, but for 
profitability of underwriting classes of business. However, allocation of 
administration expenses was done using a ratio per class of business, which 
had been established by a work study. This seemed a contradiction to the first 
statement; however, the AGM clarified the issue : "The ratio may be derived 
from the average time taken to process one policy, however, the allocation is 
made to the total number of policies issued for the class. Further the 
administration expenses allocated are those of the state office not head office."
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Responsibility for administration of the organisation in general was a separate 
issue, and the budget for administration was dealt with on a state by state, and 
branch by branch, basis.
Environment :
Technology has had an impact on applying the analyser strategy. Improvement 
in computers and communications have allowed the link with financial 
institutions to develop and expand. This has resulted in a stronger relationship 
and additional sources of information for analysis. Technology is now being 
used to assist in breaking into the agents and brokers market. By accessing 
data on the processing of commercial lines within the firm, and from 
associated intermediaries, greater analysis of potential product development 
has been possible.
Computer systems have gone through numerous stages of development and 
now provide specific reports. The number of specific reports has been 
dramatically reduced to avoid waste. A report generator provides management 
with the ability to design report formats to suit their individual requirements. 
The ease of access to the data base is considered a major influence in the
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process of evaluating potential products and markets.
A data base, on the rates and claims experience of various categories of 
insurance business, has been accumulated over the years. At the time of 
interview, rate structures were being evaluated and refined using modern 
programming techniques. The company has an actuary who is the key player 
in this project. This employee possesses both strong computer skills and a 
depth of understanding of the underwriting processes. The future development 
of the computer software is very much dependent on this employee’s 
guidance.
Table 4.21 is an extract from questionnaire #2 completed by the AGM. This 
identifies that the "needs of customers" followed by the actions of 
"competitors" have been the main focus of concern over the previous 5 years.
Table 4.21
EXTERNAL INFLUENCES
Major External Influences R a n k
Compet i t i on 2
Technological change 4
Government intervention (policies and 
regulation)
3
Customer needs 1
Recovery from diversification losses
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The organisational structure for company "C" has changed to reflect the 
growth in products and marketing. The AGM gave the 1985 organisational 
structure as a form of comparison with the 1992 structure. What is obvious is 
the growth in importance of departments from the 1985 chart. Marketing and 
planning, accounting and information systems received recognition in 1992, by 
appointment of an assistant general manager to oversee these specific 
activities. Diagram 4.14 is the representation of the 1985 structure and 
Diagram 4.15 is the 1992 structure.
Diagram 4.14
ORGANISATIONAL CHART ft 1
Motor & Personal 
National Sales 
Commercial 
Marine
Marketing & Planning 
Accounting 
Information Systems 
Personnel & Admin.
The change in organisational structure is consistent with the strategy of an
analyser in that it focuses on specific management areas. The slow pace of
change is also inherent in the nature of the analyser, though this seems to be
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an example of an extreme case of prolonged decision making. The justification 
for the delays in deciding on an appropriate restructure was given as "The 
desire to get it right first time." It was suggested to the AGM that this over­
simplifies the issue that management could not reach a decision and, in any 
case, this was not the first time that the organisation structure had been 
changed. The AGM accepted that such criticism had been levelled at top 
management, and was a problem with the careful analytical approach which 
had become the culture of the organisation.
Diagram 4.15
ORGANISATIONAL CHART #2
Customer development 
Corporate development
Chapter 4 ... Case Reports
Page 219
The recent mergers and takeovers of insurance companies, have forced 
changes on the market and created some uncertainty in the broker field. As a 
result of this, there has been a hardening of the market, rates and premiums 
are on the increase. This makes it attractive for company "C" to move into the 
broker field. The AGM stated that "brokers are seen as a new market area 
that has not been lucrative due to the soft market for commercial insurance 
risks. The increase in rates for commercial insurance products now makes it a 
viable market for expansion."
The parent company, in the UK, has been affected by the large number of 
natural disasters in Europe. This in turn has decreased the profitability of the 
parent company and caused the value of the shares on the London stock 
exchange to drop. With the problems of the last 3 years in the UK insurance 
market and the number of take-overs and mergers, the AGM was somewhat 
concerned that the parent company was ripe for take-over. This concern was a 
major influence on the drive for increased profitability from underwriting and 
investment activity. It was also forcing Australian head office to reconsider the 
mission statement and strategy. According to the AGM "if the present 
improvement in profitability is not increased dramatically it may be necessary 
to rethink the strategy and change direction to a more aggressive attitude to 
competition." As a footnote to this disclosure, the parent company was in fact
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taken over in February of 1993. The result has been a merger of the
Australian operations of both groups of companies and a redistribution of 
staff. The strategy profile for this new group is as yet unclear and no further 
discussions with the AGM have been possible.
Summary :
From the completed survey questionnaire it is possible to make an assessment 
of the strategy of the firm using the "strategic position and action evaluation" 
approach (SPACE). This approach is an extension of the two-dimensional 
portfolio methods, and draws on other methods, such as McKinsey’s industry 
attractiveness/company strength matrix and General Electric’s spotlight 
strategy (Rowe et al, 1985). The chart for company "C" (Diagram 4.16) 
indicates a competitive posture. This posture indicates that the firm enjoys a 
competitive advantage and will seek to take full advantage of opportunities; 
increase market share; extend or improve product lines; invest in productivity; 
reduce costs; and attempt to merge with a cash-rich company.
This analysis is consistent with the analyser strategy type that the management 
identified. This chart depicts management’s commitment to the firm’s strategic
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plan. The data was derived from questionnaire #3 presented in Appendix G. It
adds substance to the conclusion that the strategy type is indicative of
company "C".
Diagram 4.16
’SPACE* CHART FOR COMPANY "C"
There is some evidence, from discussions with the AGM, that the company is 
suffering from an excess of analytical application. Management tend to be 
obsessed with analysis of copious amounts of information, and find it difficult 
to make decisions quick enough to take advantage of opportunities. This has 
had a negative effect on the performance of the company, as indicated in 
Table 4.19 (on page 209). The return on shareholders’ funds for 30 June 1992
Chapter 4 ... Case Reports
Page 222
was a negative amount of 17.65%. It also appears that by the time a decision 
is made, the opportunity has passed and the market may have changed, in 
some cases for the worst.
The company was not successful in achieving its stated goals. With respect to 
the desire to achieve a profit from insurance operations, and the underwriting 
of insurance, the profit margin on sales deteriorated over the four year period 
from a negative 5.73% to a negative 16.44%. This may be due to a number of 
factors which may have been beyond the control of the company. However, it 
is not the level of performance the company was seeking. In addition, the total 
underwriting expense ratio increased by 1 %, though the direct underwriting 
expense ratio was reduced by 2%. This is not a clear indication of how well 
operational activities were conducted, and does not confirm achievement of the 
goal to improve underwriting performance.
The worst news seems to be that the return on shareholders’ funds 
(ROSF/ROI) deteriorated from a negative 3.42%, for the 1988 period, to a 
negative 17.65%, for the 1992 period. This is hardly acceptable in light of the 
stated goals and objectives, and may be an indicator of some undetermined 
problem within the organisation. For an analyser which proports to examine 
the potential success of any business venture, there seems to have been a
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substantial lack of attention to detail. Underwriting profitability was not the 
only cause for this poor result and doubtful investment decisions appear to 
have contributed to the down-turn.
On the bright side, the company did achieve an increase in the overall market 
share. It doubled the market share from 4.04% to 8.61% in the four year 
period. However, the liquidity did not improve and the current rate indicates 
that for every dollar owed (current liability) the firm had only $0.45 cents in 
current assets.
This combination of results confirms that company "CM was an ideal target for 
a takeover or merger. A competitor could gain a reasonable market share and 
could negotiate a lower price for the company, than would be required had 
company "C" produced positive financial returns. It is with some hind-sight 
that this comment is made, as company "C" has been the target of a takeover 
by another insurance firm. The result of this merger is not as yet clear, though 
some rationalisation of management appears to have taken place since April 
1993.
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CHAPTER 5.
SUMMARY
Findings :
The strategic typology of Miles & Snow (1978) provided a basis for 
classifying companies in the general insurance industry. Those companies 
examined exhibited characteristics considered to be consistent with past 
research into strategic typologies. The thesis underlying this dissertation is that 
the three areas (performance measures, control systems, and environment) can 
be used to identify and confirm the strategy type of a firm. This proved to be 
applicable in this study.
Proposition (1)
Companies will tend to demonstrate attributes that are consistent with 
the strategic type adopted.
Company "A" was established in a market niche, the main concern for the 
management was the protection of its market from competitors. The attributes
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that company MA" displayed were consistent with the "defender" strategic 
typology. Company "B" was highly competitive, and management were 
encouraged to take risks, adopt new technology and seek innovation in the 
operations of the company as well as development of new products. The 
attributes that company "B" displayed were consistent with the "prospector" 
strategic typology. Company "C" monitored the market carefully analysing all 
potential new products or operational processes always preferring to follow 
rather than lead in developing new ventures. The attributes that company "C" 
displayed were consistent with the "analyser" strategic typology.
Proposition (2)
The attributes of the control system will tend to be designed to monitor
and measure performance in terms of the strategic type.
Attributes of the management control system were examined and found to be 
different in each company. This difference tended to be indicative of the 
strategy type and the associated management decision making process within 
the company. These characteristics, while similar in some respects due to the 
nature of the insurance industry, were distinguishable on the basis of the 
company’s strategy type.
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The control systems used by the three companies had similar qualities, due to 
the nature of the general insurance industry. The way in which the top 
management employed control over the firm’s operations and evaluated the 
data emanating from the control system did differ. The differences were 
affiliated with the strategy of each firm, though some anomalies were found. 
Table 5.1 highlights the similarities and differences between the control 
characteristics of the three companies.
Table 5.1
COMPARISON OF MANAGEMENT CONTROL CHARACTERISTICS
Defender 
C o y  "A"
Prospector 
C o y  "B"
Analyser 
C o y  "C"
Delegation/ 
Responsibility
Centralised, 
Line authority
Centralised Decentralised
Budget /Process 
(emphasised)
Quality/service, 
Desired service 
levels,
Control operating 
costs, (variances) 
Business retention
Evaluation of major 
categories,
Research & 
Development focus
Sales & Revenue, 
Variances,
Cost control
Organisational
structure
Functional
(Matrix)
Entrepreneurial
(Web)
Divisionalised
(Temple)
The comparison shows that the control systems were supportive of the strategy 
of the firm. Company "A", the defender, had a well developed accounting 
system which emphasised the distinction between fixed and variable costs. 
Company "A" had made the attempt to allocate costs to better recognise the 
cost drivers for various classes of business. However, the performance results
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do not show that this approach was any more successful than the methods of 
cost control used by the other two companies. Company "C" was concerned 
with variances and analysis of performance of sales revenue and costs, yet the 
financial results for this company were the worst of the three companies. 
Company "B", the prospector, focused more on new products and market 
potential, and yet, produced the best results of the three companies.
The prospector and the defender had the company strategy stated for all 
members of staff to see. The prospector had a chart that explained the strategy 
through a mission statement which translated the corporate aims into "plain 
English" that all members of staff could understand. This commitment to 
promoting strategy seemed to be lacking in the analyser company and may be 
the reason for lack of success in reaching the desired goals, for example, 
performance improvement.
Proposition (3)
The design of the accounting information system will tend to vary in 
accordance with each strategic type.
Budgets were categorised in terms of the main source of income, for example, 
premium, and the outflow requirements, for example, payment of claims.
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These categories are compatible with the use of the sales budget and purchases 
budget applied by manufacturing and retail firms. Other budgets used were 
also consistent with the practices of manufacturing and retail firms, though the 
information content was industry specific. The budgets which were emphasised 
as important are itemised in Table 5.2 below.
Table 5.2
COMPARISON OF BUDGET USAGE
Defender 
C o y  "A"
Prospector 
C o y  "B"
Analyser 
C o y  " C ”
Premium Yes Yes Yes
Claims Yes Yes Yes
Cash Flow Yes Yes Yes
Management Expenses Yes Yes Yes
Capital Expenditure No No Yes
Investments No Yes No
Agency/Commi ss i ons Yes No No
The cost accounting methods used by each company had some level of 
inconsistency with the methods used in the manufacturing environment. 
Company "A" had the method which most closely matched the "standard cost" 
system for dealing with allocation of costs for budgeting purposes. However, 
it did not have the best record of managing costs. This was achieved by the 
prospector, company "B". Investigation of the budgeting process and cost 
allocation system of company "B" revealed that company "B" had some form
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of allocating costs through the budgeting process. Though management were 
not prepared to reveal the exact details, it seems that the method employed by 
company "B" best fits its level of operations. Further investigation is 
warranted into the allocation methods which are used, and there appears to be 
a large void in research into this area of accounting. Service industries have 
been neglected in this specific area, and the general insurance industry in 
particular, has had no major study made of the allocation of costs and their 
implication in the operations of the insurance business.
Costs associated with providing service in the general insurance industry were 
found to be: reinsurance, claims, commissions, and administration expenses. 
These costs may be analysed in the context of the following relationship which 
each bears to the conducting of the business. Table 5.3 highlights the nature of 
the costs in terms of cost behaviour.
Table 5.3
NATURE OF COSTS IN TIIE GENERAL INSURANCE INDUSTRY
C O S T S Direct Indirect F i xed Variable Semi-Variable
Reinsurance X X X
Claims X X
Commissions X X
Administration
Expenses
X X
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In a service industry, work in process may be used to identify unexpired costs 
for services not yet completed. In the general insurance industry, this causes 
some problems as liabilities associated with certain classes of business can 
extend over a number of years. The total cost of providing the service is 
recognised as an expense against income as the insurance cover expires. The 
general insurance industry is required by law to recognise income on the basis 
of the insurance contract period. As each day passes the company is entitled to 
a pro-rata amount of the premium paid.
Proposition (4)
The attributes of the external environment will tend to be viewed by 
management in terms that are consistent with the specific strategic type 
adopted.
External environmental issues were viewed slightly differently by each 
company. Starting with the client base, it was possible to identify a pattern in 
the assessment by top management of the external environmental 
characteristics. What emerged was a relationship between strategy and the 
perceptions of management to the characteristics identified.
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The prospector took full advantage of changes and developments in 
technology, competition and social/cultural areas. New technology was 
adopted and innovative uses for technology were found and put into practice. 
Top management of the prospector firm, viewed legal and political 
intervention as being limiting and contrary to the market forces view. The 
analyser was slow to react to the changes in the market place. This was due to 
the analytical approach: it had become a hindrance to decision making as it 
complicated the procedures to be followed. This problem of over-analysing, 
may be inherent in the development of the analyser firm. The identification of 
this problem may prove to be important for future research, since it provides 
an identifiable point at which the analyser strategy requires revision. As top 
management are confronted with the lack of success of the analyser strategy, 
this may be a major driving force for change from one type of strategy to 
another. The defender was in favour of political and legal developments, 
which it viewed as reducing competition by creating barriers to market entry. 
The top management were not slow to adopt new technology, however, it was 
only employed to maintain an equal footing with the competition, and 
innovative uses of technology was not a major priority.
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Table 5.4
COMPARISON OF ENVIRONMENT CHARACTERISTICS
Defender 
C o y  " A ”
Prospector 
C o y  "B"
Analyser 
C o y  "C"
Demography (users) Concentration of 
established client 
base allows close 
monitoring.
Diversification of 
clients and sources 
of business requires 
different monitoring 
systems.
Client base is well 
identified and 
monitoring covers 
all aspects of 
insurance market.
Compet i t i on Relies on product 
diversification.
Price competitive to 
protect market niche.
Highly price 
competitive. Seeks to 
establish new markets 
by enticing business.
Competes on quality 
and service. Price 
competitive only if 
profit margin is 
possible. Otherwise 
Cost/benefit aware.
Social/cultural Targets own market. Targets a wide range 
of markets.
Targets specific 
markets.
Political/Legal Sees legal 
intervention as a 
form of security.
Sees legal 
intervention as a 
hindrance to market 
forces.
Sees legal 
intervention as an 
opportunity to be 
investigated.
Technological Adopts new technology 
to keep pace with 
competition.
Uses new technology 
to keep ahead of 
competition.
Identifies most 
appropriate uses of 
new technology.
The differences in strategy among these three companies is sufficient to 
reinforce the need for different planning and control systems. In company "A" 
(Defender), strategy dealt mainly with the scope of the business, objectives 
were decided within that scope and the means of competing were specific to 
the business. By contrast the strategy of company "C" (Analyser) addressed 
issues relevant to both the existing business and the means of competing on a 
broader market. The strategy of company "B" (Prospector) addressed the same 
issues with additional focus on innovation.
Chapter 5 ... Summary
Page 233
Proposition (5)
The performance of companies will tend to differ due to the strategic 
type adopted.
Performance measures indicated that the prospector strategy had the best 
results and was the most improved over the four year period 1988 to 1992. A 
comparison of the results of the three companies is presented in Table 5.5.
Table 5.5
COMPARISON OF PERFORMANCE MEASUREMENT CHARACTERISTICS
Defender Prospector Analyser
C o y  "A" C o y  "B" C o y  "C"
Accounting Based CR 1.08 :1 CR 1.03 :1 CR 0.45 :1
Indicators PMS 1.16% PMS 12.63% PMS -16.44%
Effectiveness MS 2.31% MS 11.03% MS 8.61%
/Efficiency EXRATIO 34.3% EXRATIO 22.5% EXRATIO 34.1%
TUUEXP 107.04% TUWEXP 97.41% TUWEXP 111.36%
ROI/ROSF 20.48% 29.05% -17.65%
CR : Current Ratio PMS : Profit Margin on Sale
MS : Market Share EXRATIO : Production Expense
TUWEXP : Total Underwriting Expense
ROI : Return on Investment
ROSF : Return on Shareholders Funds
The findings suggest that the performance, at least in the companies studied, 
was a result of the strategy and the control applied. The control system design 
tended to support the stated strategy of the company. The prospector, 
company "B", was found to be the most successful in managing control and 
strategy to improve performance.
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Different environments may favour certain strategies. Hambrick (1983, p.24) 
found that "in every type of environment examined defenders outperformed 
prospectors across all industries in terms of current profitability and cash 
flows ... prospectors outperformed defenders in terms of market share gains 
but only in innovative industries." However, the prospector outperformed the 
defender and the analyser in this study. While the general insurance industry 
may not be the most progressive in terms of innovative technological 
developments, there were a number of technological changes. The prospector 
was prepared to diversity and displayed a degree of adaptability to change as 
and when it confronted a business opportunity.
Poor performance may be attributed to a lack of adherence to the strategy. 
When the aims and objectives were not clearly established and notified to all 
members of staff, there appeared to be a lack of direction. An example of this 
was the over exuberance to analyse all matters, by the members of staff of the 
analyser company (company "C"). This focus on the technique overlooked the 
basic objective of the strategy, which was to take opportunities and to improve 
performance. The narrow focus on analysis and risk aversion meant that the 
company "C" missed opportunities and did not improve performance.
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Conclusion :
Not only must companies identify opportunities within market niches, they 
must also understand the effects of competition. Although competition has 
increased in the general insurance industry, a company’s strength can vary 
depending on the sub-segment or class of business in which it competes. In the 
general insurance industry many companies compete in most segments of the 
market. Competition is intense, with market share greater than 10% tending to 
be the exception rather than the norm, in most classes of insurance business.
Initially, inferior strategies will often go unnoticed, and many different 
marketing strategies may be employed to compete in an industry. However, 
when an industry approaches maturity, inadequate strategies are likely to be 
exposed, as the ability to survive becomes a key issue. The strategic plan of a 
firm becomes critical. Greater attention needs to be given to areas such as 
service, costs, marketing, and organisational structure.
There is a need to rationalise operations by focusing on improved planning, 
financial control and credit management, as well as strategies that encompass 
pricing, underwriting, marketing and investment.
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The cases studied suggest that management in general insurance companies 
need to consider the following questions :
1. Is the existing range of insurance products viable against the 
competition in light of costs and the firm’s ability to retain or increase 
market share?
2. Can the firm afford to cross-subsidise products, inviting price cutting 
on profitable products and an increase of unprofitable products?
3. Is the current organisational structure appropriate?
4. Does the firm have an appropriate accounting system to set premiums at 
an adequate level?
5. Is the strategy correct for the market and is the management accounting 
system consistent with the current strategy?
In terms of a general insurance company, a strategic plan should encompass 
underwriting objectives, as well as other areas of the organisations operations. 
Underwriting policy and objectives for other areas should include such factors 
as credit control, agency/brokerage structure and terms, investment strategy, 
organisational structure, accounting information system requirements. 
Management should be committed to the strategic plan. This also requires a 
committal, by management, to the accounting information systems. The 
accounting information system is designed to assist in the process of
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monitoring progress in achieving the objectives of the strategic plan.
An accounting information system designed to serve the strategic plan would 
present management with information which will:
1. Enable the particular and specialised knowledge of underwriters to be 
more effectively and efficiently utilised,
2. Enable detection of trends,
3. Assist in assessing the correctness of decisions (may require 
mathematical techniques including modelling, simulation).
In general the accounting information system should reflect the way in which 
the firm operates and this in turn should reflect the objectives of the strategic 
plan. The system should provide for a possible change in the management 
process and for potential improvement in monitoring and management control.
A management accounting system needs to focus on the fundamental areas of 
an insurance business to enable management to meet their responsibilities. 
Such responsibilities are primarily planning and control of the business. These 
are dependent upon each other, in that without a plan there can be no effective 
control, and without control, plans may not be implemented satisfactorily. In 
the context of the general insurance industry, planning and control mean that 
management should plan the direct costs, contribution to overheads and profit
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margin required on each class of business. This requires the development of a 
standard cost formula. Standard costs are a valuable control mechanism which, 
when linked with the contribution margin, assist management in targeting 
prices and developing marketing strategies.
Matching of the strategy with the control system and the external environment 
appears to provide the best results in terms of performance. The industry 
specific requirements make it necessary for a firm to consider all aspects of 
the business that it intends to operate, if it is to achieve its goals or objectives. 
Company "B" had the most successful financial performance, and this was due 
to a good matching of strategy with all the variables applicable to the industry. 
The direction a firm intends to follow to achieve its objectives is essentially its 
strategy. The conclusion is that strategy and control are interdependent with 
the organisational context in which they must function.
The details of specific characteristics found to be appropriate in evaluating the 
characteristics which establish the variables used in the framework are 
presented in Diagram 5.1 .
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Diagram 5.1
PROPOSED FRAMEWORK FOR FUTURE RESEARCH
PERFORMANCE MEASUREMENT
+ Financial
+ Market 
+ Product
+ Investment
+ Productivity -
Return on Investment 
Cash flow 
Debt/Equity 
Profitability 
Share 
T rend
Life cycle
Research & Development 
New products
New technology/processes
Quali ty
Quantity
Efficiency
Effectiveness
As a result of the research conducted, it appears that various levels of 
interaction take place within the context of each organisation. To better 
understand this network of inter-related variables which influence decision 
making, and are in turn influenced by the consequences of such decisions, an 
expanded framework is suggested for future research. This expanded
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framework has developed from the original framework outlined in Chapter 1.
In conclusion, the variances between the companies may be explained in the 
following terms. First, corporate culture exerted influence over the 
management style, resulting in an internal control system which tended to be 
consistent with the strategy. Second, management perception of the internal 
and external environment was influenced by strategy. The external 
environment was viewed, by management in terms of the company’s "place in 
the market" and "role in the industry". The internal environment was viewed 
in terms of "facilitating strategy" and "meeting corporate goals" which in turn 
entrenched corporate culture. Third, management were intent on establishing 
and maintaining "a corporate identity" which differentiated the company in 
terms of the strategy.
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APPENDIX
Please note:
To maintain consistency o f the presentation format the 
following documents have been reduced to 75% o f their 
original size.
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Appendix (A)
Questionnaire #1
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Strategy Type
1. Which one of the following descriptions most closely fits your organisation compared 
to other firms in the same industry ?
(Please consider your division or company as a whole and note that none o f the types 
listed below is inherently "good" or "bad".)
□  Type A This type of organisation attempts to locate and maintain a secure niche in a
relatively stable product or service area. The organisation tends to offer a more 
limited range of products or services than its competitors, and it tries to protect 
its domain by offering higher quality, superior service, lower prices, and so 
forth. Often this type of organisation is not at the forefront of developments 
in the industry - it tends to ignore industry changes that have no direct 
influence on current areas of operation and concentrates instead on doing the 
best job possible in a limited area.
□  Type B This type of organisation typically operates within a broad product/service
market domain that undergoes periodic redefinition. The organisation values 
being "first in" in new product or service and market areas even if not all of 
these efforts prove to be highly profitable. The organisation responds rapidly 
to early signals concerning areas of opportunity, and these responses often lead 
to a new round of competitive actions. However, this type of organisation may 
not maintain market strength in all of the areas it enters.
□  Type C This type of organisation attempts to maintain a stable, limited line of products
or services, while at the same time moving out quickly to follow a carefully 
selected set of the more promising new developments in the industry. The 
organisation is seldom "first in" with new products or services. However, by 
carefully monitoring tha actions of major competitors in areas compatible with 
its stable product/service market base, the organisation can frequently be 
"second in" with a more cost-efficient product or service.
□  Type D This type of organisation does not appear to have a consistent product/service 
market orientation. The organisation is usually not as aggressive in maintaining 
established products or services and markets as some of its competitors, nor 
is it willing to take as many risks as other competitors. Rather, the organisation 
responds in those areas where it is forced to by environmental pressures.
2. In question 1, you selected a particular description of your organisation. Which 
description (i.e. Type A, B, C, or D) do you believe best fited your organisation for 
the past period :
1 - 3 years ago : __________
3. In question 1, you selected a particular description of your organisation. Which 
description (i.e. Type A, B, C, or D) do you believe will best fit your organisation for 
the future period :
1 - 3  years from now : __________
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4. Should you be willing to participate further by allowing the strategic processes of your 
organisation to be studied please give :
Name :
Phone # :....................
Please indicate the desired response to your interest in the study.
□  Phone for an appointment to discuss the study.
□  Phone to arrange a metting and commence the study.
5. Should you have any comments or additional remarks that you believe may be 
beneficial to the study of the strategic processes of your organisation or industry, 
please specify them in the space provided below.
END OF QUESTIONNAIRE
THANK YOU FOR YOUR TIME AND CO-OPERATION
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Appendix (B)
Letter o f remittal
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UNIVERSITY OF WESTERN SYDNEY 
Macarthur
Manager"
Company"
Address"
City" State" Postcode" 
19th May 1992.
Dear Sir,
I am undertaking a thesis that involves researching the relationship between strategic 
planning and aspects of management accounting in the General Insurance industry in 
Australia. Strategic planning has been the subject of workshops supported by the 
Australian Insurance Institute and this survey seeks to extend the knowledge base. I 
spent many years in the insurance industry and look forward to renewing some old 
friendships.
Your assistance in responding to the enclosed survey would be appreciated. You are 
not required to give any information that could be considered confidential and only 
summarised data will be used for analysis. The survey has been made as succinct as 
possible with the view to minimise the demand on your valuable time.
I am also seeking companies that are prepared to participate in a more indepth study 
of the issues affecting the strategic planning process. This would involve further 
questions which would be presented at an interview. If you can help please indicate 
your willingness in the area provided on the survey.
Please use the reply paid envelope to return the completed survey. Should you have 
any questions to ask please phone me at work on (046) 20-3402.
Yours faithfully,
Gregory K. Laing
B.Bus(Acc), ASA, AAH, AFAIM, ACIM
University of Western Sydney, Macarthur. P.O. Box 555, Campbelltown, NSW 2560, Australia. 
Goldsmith Avenue, Campbelltown. Bullecourt Avenue, Milperra.
Telephone: (046) 203 100. Fax: (046) 281 298. Telephone: (02) 772 9200. Fax: (02) 774 3649.
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Appendix (C)
Follow-up letter
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UNIVERSITY OF WESTERN SYDNEY 
Macarthur
Manager*
Company*
Street*
City* State* Postcode*
10th June 1992.
Dear Sir,
Further to my letter, of the 19th May, regarding a survey o f strategic planning. If you 
have not already done so, would you please complete the survey and return it, in the 
envelope provided, by the 28th July.
I am aware that this has been a busy period for most firms however, it is the time 
when management tend to review the strategic issues confronting the firm.
You may have completed or be in the process of reviewing the strategic plan for your 
firm and I am interested in discussing the matter with you.
Thank you for your time and co-operation and should you have any questions please 
phone me at work on (046) 20-3402.
Yours faithfully,
Gregory K. Laing
B.Bus(Acc), ASA, AAH, AFAIM, ACIM
University of Western Sydney, Macarthur. P.O. Box 555, Campbelltown, NSW 2560, Australia. 
Goldsmith Avenue, Campbelltown. Bullecourt Avenue, Milperra.
Telephone: (046) 203 100. Fax: (046) 281 298. Telephone: (02) 772 9200. Fax: (02) 774 3649.
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Appendix (D)
Interview Questionnaire Schedule
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INTERVIEW SCHEDULE #1
BUSINESS STRATEGY -
GM's perception of company strategy:
Differentiation
Focus
DIVISIONS -
Description of structures 
How many branch offices 
Agency structure
POWER -
size- No. of employees 
size- sales/profit
TECHNOLOGY -
Pace of change
- slow/fast
- approx, how often
- level of adoption
Sophistication
- low/high
Type of communication tech.
Type of accounting control systems
DECENTRALISATION -
Corporate Head Office 
State Head Office 
Branch/Divisional Units
(determine level of decentralisation through degree of responsibility)
1
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Functional Issues -
Strategic planning 
Corporate strategy 
Business strategy
Financial Control
Investment decisions
Marketing decisions
Research & development
- level of commitment
- new products
- related product developments
STRATEGIC UNCERTAINTIES -
- single business
- few related products
- many unrelated products
perceived stability of market 
importance of market share
CONTROL SYSTEMS -
Use of rules, procedures
Use of strategic plan
- sporadic/continuous
- financial goals
Budget preparation/revisions
Bonus structure
- state/branch
Cost focus/profit focus/tumover focus
Evaluation method
- budget variances
- cash flow
- market share
- customer retention
- new business/saies
- profit
2
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Appendix (E)
Questionnaire #2
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STRATEGIC MANAGEMENT ACCOUNTING 
QUESTIONNAIRE #2
Researcher: Gregory Kenneth Laing
Department of Accounting & Business Law 
University of Western Sydney - Macarthur
CASE STUDY
DATE
Please complete the following questionnaire and return it at 
your earliest convenience.
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DETAILS OF ORGANISATION :
1. Industry type :
□ Manufacturing, □ Retail/Wholesale, □ Service
2. Specific industry category :
3. Interviewee status :
4. How many years has the firm been operating?
5. Has the firm always operated in the same market?
6. How many years has the firm operated in this market?
7. Has the firm physically relocated premises and for what 
reason/s ?
8. Has the firm increased or decreased the range of 
products/services (specialisations)?
SMAQ2 Page 2
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The following are a list of management accounting techniques. 
Please indicate the techniques with which you are familiar. 
Tick all that apply.
□
Cost volume profit analysis 
Standard costing 
Capital budgeting 
Operating budgets 
Responsibility accounting 
Contribution reporting 
Linear programming 
Network analysis (Pert)
Inventory models (EOQ, Reorder point, JIT)
Please indicate the management accounting techniques that are 
used by your firm. Tick all that apply.
Cost volume profit analysis 
Standard costing 
Capital budgeting 
Operating budgets 
Responsibility accounting 
Contribution reporting 
Linear programming 
Network analysis (Pert)
Inventory models (EOQ, Reorder point, JIT)
What is the approximate total number of employees in your firm 
?
What is the approximate number of employees in the accounting 
department?
Which do you think is more important to your firm ?
Managerial accounting (internal reporting) 
Financial accounting (external reporting)
SMAQ2 Page 3
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DOES THE FIRM HAVE A STRATEGIC PLAN?
□ YES □ NO
1. Who is responsible for the establishment of the strategic 
plan ?
□ Special team □ General Manager
□ Board of Directors □ Other ...........................
2. How is the strategic plan established ?
3. Who is responsible for the review of the strategic plan ?
4. How is the strategic plan reviewed ?
5. What time horizon is the strategic plan set on ?
□ 1 to 2 years
□ 3 to 5 years
□ 6 to 8 years
□ 9 to 10 years
□ over 10 years ........................
5. Does the strategic plan focus on ?
(Rank in order of priority or preference from 1 to 4)
( ) Quality product/service,
( ) Market share,
( ) Development of new products/services,
( ) Competitive price.
6. Does the strategic plan influence line management
decision making ? □ YES □ NO
If so how ?
7. Does line management influence the development of the 
strategic plan ? □ YES □ NO
If so How ?
SMAQ2 Page 4
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From a strategic view point, certain activities may be more 
crucial to long-term profitability or growth than others.
(Please rank in order of priority and comment on the relevance 
of each item to your firm. 1 being the highest priority and 10 
the lowest.)
( ) Formalisation of decision making authority, (i.e. levels 
and structure of management)
( ) Management control and information systems.
( ) Executive or management training and development.
( ) Research and development of new products/services or 
processes.
( ) Forecasting sales, customer preferences, technology etc.
( ) Market research.
( ) Formal, system to search and evaluate new opportunities 
for acquisitions, markets or investments.
( ) Market diversification.
( ) Incentive systems for increasing productivity of staff.
( ) Formal corporate strategy and objectives to guide 
decision making by managers.
SMAQ2 Page 5
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BACKGROUND QUESTIONS:
1. What have been the major external influences faced by 
your firm during the last 5 years ?
(Please rank the following in order of priority and give 
details. 1 being the highest and 4 the lowest.)
( ) Competition:
( ) Technological change:
( ) Government intervention (policies and regulation)
( ) Customer needs:
Further Comments :
M/P Questions :
SMAQ2 Page 6
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EXTERNAL ENVIRONMENT :
How would you characterise the external environment in which 
your firm operates/functions ?
(Please consider - social, political, economic technological, 
competitive and geographical aspects of the environment.)
Points to consider :
Very homogenous - a single, undifferentiated market and very 
similar customers.
Very heterogeneous * a great diversity of markets, types of 
customers etc.
Very dynamic, changing rapidly in technical, economic, and 
cultural dimensions.
Very stable, virtually no change.
Very unpredictable, very hard to anticipate the nature or 
direction of changes in the environment.
Very predictable, very easy to forecast the future state of 
affairs in the environment.
Very strong cyclical or other periodic fluctuations, 
virtually no periodic fluctuation.
Technologically, a very sophisticated and complex environment. 
An environment demanding little in the way of technological 
sophistication.
A very restrictive, constraining environment (e.g. severe 
legal constraints, social or economic or political 
constraints).
A very constraint-free, unrestricted environment.
SUMMARY ANSWER:
SMAQ2 Page 7
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ENVIRONMENTAL DEFINITIONS :
Economic Factors *
(business cycle, inflationary trends, consumption, employment, 
investment, monetary and fiscal policies)
Political Factors -
(political power, different ideologies, interest groups, 
social stability, legislation, and regulation)
Social Factors -
(age distribution, geographic distribution, income 
distribution, mobility, education, family values, work and 
business attitudes)
Technological Factors -
(rate of technological change, future raw material 
availability, raw material cost, technological developments in 
related areas, product life cycles)
Competitive Factors -
(entry and exit of major competitors, major strategic changes 
by competitors, competition size, number, capacity, location, 
methods, production/market segments)
Geographic Factors -
(location of offices, plant/warehouse location, relocation of 
facilities, headquarters, foreign markets)
SMAQ2 Page 8
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External Environment:
(Dynamism)
Growth opportunities in the environment
Have decreased 1 2 3 4 5  Have increased
No change
Production/service technology in your principal industry.
Has changed 1 2 3 4 5 Has remained the same
very much No change
Rate of innovation of new operating processes and new products 
or services in your principal industry
Rate has fallen 1 2 3 4 5  Has dramatically increased 
dramatically No change
Research and development (R&D) activity in your principal 
industry
Has substantially 1 2 3 4 5  Has fallen off greatly 
increased No change
(Heterogeneity) _
Needed diversity in your production methods and marketing 
tactics to cater to your different customers
Diversity has 1
dramatically
increased
2 3 4 5
No change
Diversity has dramatically 
decreased over the last 5 
years
(Hostility)
Market activities of your key competitors :
Have become 
far less 
predictable
1 2 3 4 5
No change
Have become far more 
predictable
SMAQ2 Page 9
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Market activities of your key competitors :
Have become 1 2 3 4 5 Have become far more
far less No change aggressive
aggressive
Market activities of your key competitors :
Now affect the 1 2 3 4 5  Now affect the firm 
firm in many No change in far fewer/less ways
more areas 
(pricing, marketing, 
delivery, service, 
production, quality, 
etc. )
Competition in the quality and variety of products or 
services:
Virtually none 
- a homogeneous 
product or service 
industry
(e.g. electricity)
Price competition in the industry :
Virtually none 1 2 3 4 5  Extremely intense
(e.g. a monopoly) aggressive "cut throat"
(e.g.discount retailing)
1 2 3 4 5  Extremely intense
(e.g. motor vehicle 
industry)
Legal, political and economic constraints (e.g. government 
regulations) :
Have proliferated 1 2 3 4 5  Almost no change 
greatly over the 
past 5 years
SMAQ2 Page 10
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What is the main focus of the control system/s in your firm ?
* Responsibility Centres :-
Cost centre 
Revenue Centre 
Profit Centre 
Investment Centre
* Formal control
Budgets
Standard costs
Divisions
Departments
Procedures documented
Policies
Reporting procedures 
Established accountability
* Informal control
Alliances
Networking
* Centralised decision making
* Quality control
* Analysis of accounting ratios (e.g. gross profit ratios, liquidity ratios):
* Market research (systematic study of customer preferences, price and demand analysis of products 
or services):
Are the management controls related to the strategic plan ?
□ YES □ NO 
Is so how ?
Are the management controls related to the measurement of 
performance ? □ YES □ NO
If so how ?
Explanation:
[Policies/strategy - relating to areas of marketing, finance, operations, personnel, industrial 
relations, growth, and product innovation (research and development).]
Explanation:
[Performance - in terms of profits, growth, liquidity, morale, public image, and market share.]
SMAQ2 Page 11
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Do individual line managers exercise different methods of 
control for their areas of responsibility ?
□ YES □ NO
If so please give some indication of the varying approaches ?
Comment :
M/P Questions :
GENERAL COMMENTS
SMAQ2 Page 12
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What single factor plays the most important part in your 
firm's success ?
Comment :
M/P :
OTHER POINTS TO CONSIDER REGARDING PERFORMANCE:
Please indicate the level of importance each of the following
has in your firm.
Short-range profit planning: nil 0 1 2 3 4 high
Long-range profit planning : nil 0 1 2 3 4 high
Cost control '• nil 0 1 2 3 4 high
Periodic financial reports 
to management : nil 0 1 2 3 4 high
Periodic production/sales 
reports to management : nil 0 1 2 3 4 high
Periodic market share 
reports to management : nil 0 1 2 3 4 high
SMAQ2 Page 13
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PERFORMANCE :
How important are the following goals to your firm's strategic 
plan, or commitments of a long term nature ?
(Please rank in order of priority with 1 being the highest and 
5 the lowest.)
( ) Earning a high, above average profit ?
( ) Achieving a high above average rate of growth in sales or 
revenues ?
( ) Retaining or securing high, above average liquidity and 
financial strength ?
( ) Maintaining or securing high, above average employee 
morale, job satisfaction, and commitment to firm's 
objectives ?
( ) Achieving or maintaining an excellent public image ?
COMMENTS :
SUMMARY :
SMAQ2 Page 14
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Identify one single factor that inhibits the growth of your 
market ?
Please explain the significance of this factor :
M/P :
Identify one single factor that inhibits the growth of your 
firm ?
Comment :
M/P :
SMAQ2 Page 15
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Please briefly indicate the key objective and the appropriate 
measurement for each of the following.
KEY AREA OBJECTIVE MEASURE OF 
PERFORMANCE
Marketing
Innovation
Productivity
Profit
Financial
resources
Physical resources
COMMENT :
SMAQ2 Page 16
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INSTRUCTIONS :
1. Would you like the name of the company kept secret i.e.
Company XYZ, details altered etc., in an reference in the 
thesis ?
2. Once the case has been documented I would like you to 
check that it agrees with your recollection.
REQUEST LIST :
Are copies of the following items available for inspection ?
1. Organisational Structure Chart.
* Details of management levels.
2. Financial Statements for last 2 years.
* Ratios
3. Office Procedures Manual.
* Decision structures departments/divisions.
4 . Accounting Procedures Manual.
* Details of information flows.
5. Strategic Plan.
* Broad Strategy Statement.
6. Corporate Objectives.
* Aims/Mission statement.
7. Corporate history.
END OF QUESTIONNAIRE 
Thank you for your participation.
SMAQ2 Page 17
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Appendix (F)
Letter o f remittal
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UNIVERSITY OF WESTERN SYDNEY 
Macarthur
Manager"
Company"
Address"
City" State" Postcode"
23rd June 1992.
Dear Sir,
Thank you for the opportunity to discuss my research project. As you have indicated 
a willingness to participate in the study I enclose questionnaire number two which is 
more detailed and focuses on strategic management issues.
Should you have any questions to ask please phone me at work on (046) 20-3402. 
Otherwise I look forward to our meeting, set for the Date" .
Yours faithfully,
Gregory K. Laing
B.Bus(Acc), ASA, AAU, AFAIM, ACIM
University of Western Sydney, Macarthur. P.O. Box 555, Campbelltown, NSW 2560, Australia. 
Goldsmith Avenue, Campbelltown. Bullecourt Avenue, Milperra.
Telephone: (046) 203 100. Fax: (046) 281 298. Telephone: (02) 772 9200. Fax: (02) 774 3649.
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Appendix (G)
Questionnaire #3
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STRATEGIC MANAGEMENT ACCOUNTING  
QUESTIONNAIRE #3
Researcher: Gregory Kenneth Laing 
Department of Accounting & Business Law 
University of Western Sydney - Macarthur
CASE STUDY
DATE
For accounting purposes on what basis are management expenses broken down between 
classes o f business : (Please tick the appropriate box)
□  In proportion to premiums written.
□  From work studies carried out.
□  Arbitrary percentages selected for each class.
□  Other (please specify).
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Instructions: For the following questions please tick or circle the number that corresponds 
with your choice.
How would you asses your firm's Competitive advantage in 
respect of the following areas ?
Market share
Small 0 1 2 3 4 5 6 Large
Product quality :
Inferior 0 1 2 3 4 5 6 Superior
Product life cycle :
Late 0 1 2 3 4 5 6 Early
Product replacement cycle:
Variable 0 1 2 3 4 5 6 Fixed
Customer loyalty :
Low 0 1 2 3 4 5 6 High
Competition's capacity:
Low 0 1 2 3 4 5 6 High
Technological capacity:
Low 0 1 2 3 4 5 6 High
Vertical integration :
Low 0 1 2 3 4 5 6 High
Ease of entry into market:
Difficult 0 1 2 3 4 5 6 Easy
Other
0 1 2 3 4 5 6
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How would you assess the strengths/weaknesses of your firm in 
relation to the market/lndustry ?
Growth potential
Low 0 1 2 3 4 5 6 High
Profit potential :
Low 0 1 2 3 4 5 6 High
Financial stability :
Low . 0 1 2 3 4 5 6 High
Technological know-how :
Simple 0 1 2 3 4 5 6 Complex
Resource utilisation :
Inefficient 0 1 2 3 4 5 6 Efficient
Capital intensity :
High 0 1 2 3 4 5 6 Low
Ease of entry into
market :
Easy 0 1 2 3 4 5 6 Difficult
Productivity, capacity
utilisation :
Low 0 1 2 3 4 5 6 High
Flexibility, adaptability:
Low 0 1 2 3 4 5 6 High
Other
Low 0 1 2 3 4 5 6 High
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Please indicate the degree of reliance placed on the following 
measurements to assess the performance level of the firm:
Return on investment :
Low 0 1 2 3 4 5 6 High
Leverage :
Imbalanced 0 1 2 3 4 5 6 Balanced
Liquidity :
Imbalanced 0 1 2 3 4 5 6 Balanced
Capital required :
High 0 1 2 3 4 5 6 Low
Capital available :
High 0 1 2 3 4 5 6 Low
Cash flow :
Low 0 1 2 3 4 5 6 High
Ease of exit from market:
Difficult 0 1 2 3 4 5 6 Easy
Risk involved in business:
Much 0 1 2 3 4 5 6 Little
Other
0 1 2 3 4 5 6
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How would you assess the factors influencing your industry?
Technological changes :
Many 0 1 2 3 4 5 6 Few
Rate of inflation :
High 0 1 2 3 4 5 6 Low
Demand variability :
Large 0 1 2 3 4 5 6 Small
Price range of competing products :
Wide 0 1 2 3 4 5 6 Narrow
Barriers to entry into market:
Few 0 1 2 3 4 5 6 Many
Competitive pressure :
High 0 1 2 3 4 5 6 Low
Price elasticity of demand :
Elastic 0 1 2 3 4 5 6 Inelastic
Other
0 1 2 3 4 5 6
For management accounting purposes which of the following budgets are used: (Please 
tick the appropriate box)
□  Premium.
□  Claims.
□  Cash flow.
□  Management/administration expenses.
□  Other (please specify).
END OF QUESTIONNAIRE 
THANK YOU FOR YOUR PARTICIPATION.
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Appendix (H)
Letter o f remittal
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UNIVERSITY OF WESTERN SYDNEY 
Macarthur
Manager'
Company'
Address'
City' State' Postcode' 
11th November 1992.
Dear Sir,
Thank you for your participation in my research project. As a result of your comments 
a number of issues have arisen that require further clarification. To gain some insight 
into these issues a further questionnaire is enclosed for your attention. I would like to 
collect this from you at our next meeting or alternatively you may return it by mail.
Should you have any questions to ask please phone me at work on (046) 20-3402. 
Otherwise I look forward to our next meeting.
Yours faithfully,
Gregory K. Laing
B.Bus(Acc), ASA, AAII, AFAIM, ACIM
University of Western Sydney, Macarthur. P.O. Box 555, Campbelltown, NSW 2560, Australia. 
Goldsmith Avenue, Campbelltown. Bullecourt Avenue, Milperra.
Telephone: (046) 203 100. Fax: (046) 281 298. Telephone: (02) 772 9200. Fax: (02) 774 3649.
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